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SALES FORECASTING BY SAMPLE SURVEYS' 


ROBERT FERBER 
University of Illinois 


HE use of sample surveys to forecast 
bert is still in its infancy. It is an 
infant, however, which is rapidly ap- 
proaching adolescence. Dissatisfaction 
with other, more established methods of 
forecasting and the success attributed to 
the predictions indicated by the Federal 
Reserve Board's Survey of Consumer Ft- 
nances has, to maul the parable a bit 
further, aged the youngster even faster 
than would be expected by the normal 
passage of time. 

It therefore seems appropriate to un- 
dertake at this time an evaluation of 
some of the methods that might be em- 
ployed to forecast sales by means of sam- 
ple surveys. In doing so, an attempt is 
made to point out the circumstances un- 
der which forecasting by this means 
would seem desirable as well as when it 
would not seem desirable. A possibly 
new approach utilizing sampling is also 
advanced, based on recent research find- 
ings. 


GENERAL CONSIDERATIONS 


Sampling differs radically in a number 
of important respects from other meth- 


* Part of the material used in this article is based 
on the results of an experimental consumer panel 
operation financed by the Graduate Research Board 
of the University of Illinois and sponsored by the 
University’s Bureau of Economic and Business Re- 
search. The author would once more like to express 
his appreciation for the grant which made that 
operation possible. 

Some of this material was used in an address to 
the Economics Seminar of the Federal Reserve Board 
in February, 1955. 


ods of sales forecasting, and differences 
must be considered carefully in deter- 
mining whether the method is feasible 
for any given case, Nevertheless, the gen- 
eral nature of the problem is sufficiently 
similar to warrant a few broad generali- 
zations. These generalizations relate to a 
number of the more important aspects of 
the problem, but by no means do they 
refer to all of them. 


Expense 

Sampling is undoubtedly one of the 
most expensive means of consumer goods 
sales forecasting because it invariably is 
carried out by personal interviews. (Fore- 
casting by mail surveys is risky at present 
because relatively little is known about 
the influence of mail bias.) Proponents of 
sampling might well argue that the costs 
of sampling are negligible compared 
with the amoumts at stake. Nevertheless 
the fact remains that few small consumer 
goods companies are likely to be willing 
to incur those costs when alternative 
methods are so much more economical 
and when there is no assurance of the su- 
periority of the sampling approach. 

On the other hand, expenses may be 
relatively small in the case of an indus 
trial product, such as heavy machinery, 
sold directly to the ultimate usef by the 
manufacturer. In this instance, inter- 
views may be combined with salesmen’s 
calls (with due regard to possible biases in 
this procedure) or with some other form 
of contact, thereby making sampling a 
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relatively inexpensive means of sales fore- 
casting. This is not true, however, for in- 
dustrial products such as agricultural im- 
plements which are not sold directly to 
the ultimate users.? 


Speed 


Sampling is quicker than most other 
forecasting methods because prior infor- 
mation is generally not needed for the 
forecast, whereas, with regression func- 
tions or methods utilizing national in- 
come data, there is the initial problem of 
estimating the independent variables or 
the individual components of income. 
On the other hand, sampling is slower 
because of the time required to collect 
and analyze the data, especially if they 
are collected by mail. 

Until an operating procedure could be 
established, a sales forecast based on a 
sample survey would probably take 
longer than would some other means. 
Once the operation became more or less 
routine, the sample-based forecast would 
most likely be faster, especially for indus- 
trial products with relatively few users. 
Even for consumer goods, however, it 
would be possible—using modern com- 
puting equipment—to prepare a com- 
plete set of sales forecasts on a national 
level, by sampling, within a week after 
interviewing had been completed. By 
comparison, inventory data—one of the 
basic components of the national income 
accounts—are not available until five 
weeks after a given period, and even then 
possible future revisions remain an un- 
known factor. 


Item Forecasted 


There appears to be some belief that 
primarily durable goods sales can be fore- 


* There are also, of course, many products, such 
as flat glass, which are sold in part direct to ultimate 
users and in part to distributors for resale along the 
line. From a forecasting point of view, each of these 


cast by sampling methods. To the extent 
that such a belief exists, however, it is 
a misconception. Equally mistaken is 
the feeling that frequency and size of 
purchase mainly determine the value of 
sampling forecasts for a particular item. 
Presumably, the feasibility of the sam- 
pling method increases with the expendi- 
ture involved and decreases with the 
frequency of the purchase. The latter 
certainly indicates the reliability with 
which information regarding past pur- 
chases can be obtained by sampling, but 
its validity for predicting future behav- 
ior remains to be established. 

Fssentially, there would seem to be 
two basic approaches to forecasting by 
sample surveys—the direct and the indi- 
rect. By the direct approach is meant 
securing information on people's atti- 
tudes, plans, and purchase intentions 
with regard to the items under study and 
preparing forecasts directly from that 
material. The indirect approach involves 
the use of the survey method to predict 
one or more variables closely related to 
the items under study and then prepar- 
ing forecasts of those items by means of 
some previously derived relationship be- 
tween them and the other variables. 

The approach to employ depends on 
the item being forecast.’ If it is a distince- 
tive one not purchased frequently (this 
could include anything from a stapler to 
a house), the direct approach will prob- 
ably be preferred. In this case, a series of 
questions might be devised yielding in- 
formation required for forecasting the 
probable sales of the item. The informa- 
tion required and how it is to be used 


different types of sales can be represented as a differ- 
ent “product” and treated accordingly. 

*In some instances, it may be feasible (and this is 
certainly desirable) to utilize both approaches and 
thereby check the forecast derived by one approach 
against the forecast derived by the other—though 
the forecasts cannot be considered fully independent 
of each other. 
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would have to be determined in advance, 
presumably by experimental study. The 
method of sales forecasting suggested 
later in this paper represents one such 
approach. 

If, on the other hand, the item is one 
purchased more or less daily (such as 
bread) with little advance planning in- 
volved, the best method is to use the sam- 
ple to predict variables to which the item 
is closely related and then use the rela- 
tionship between the item and those vari- 
ables to forecast sales. Thus, if the num- 
ber of loaves of bread sold is found to be 
closely related to average family income 
and to the number of family units, the 
primary function of sampling in such a 
case would be to assist in predicting in- 
come and family formation rather than 
to predict bread sales directly. This does 
not mean that the sample could not 
throw light on such factors as people's 
attitudes toward bread in relation to 
competing products—for example, pre- 
baked rolls—thereby also indicating to 
some extent the adjustment that might 
be needed to correct the forecast ob- 
tained from the above relationship for 
such additional considerations. Thus, 
this indirect method involves basically 
joint use of sampling with regression or 
some arbitrary factors method. 

Note that in this framework the dura- 
bility of a good is not a major determi- 
nant of the feasibility of forecasting its 
sales through sampling. Durability does, 
however, influence the approach to be 
followed, for, if the good is perishable 
(and hence likely to be purchased on 
short notice), the chances are that the in- 
direct method will be indicated. This 
would seem to be true of large items— 
night club expenditures and tickets to 
sports events—as well as of such small 
items as certain foods and haircuts. Some 
items in this category such as vacation 


tours would, however, involve consider- 

able advance planning, and for these the 

direct approach, or some combination of 
the two, would be preferred.* 

Similarly, frequency and size of pur- 
chase indicate the feasibility of the sam- 
pling method only insofar as they reflect 
the extent of advance planning and think- 
ing involved in the purchase. By this 
standard, the frequency of purchase is 
probably of greater relevance than the 
size because of the close association be- 
tween frequency and extent of planning 
of a given purchase. 

Does this mean, then, that the sales of 
any item can be forecast by sampling? 
Not necessarily. But a sample survey may 
succeed in forecasting sales of items in 
the following categories: 

1. A good purchased after advance plan- 
ning and thought, thus permitting 
prediction of sales from knowledge of 
the distribution of those plans by time 
and by other pertinent characteristics. 
A good purchased frequently and with 
relatively little thought, sales of which 
are known to be closely related to cer- 
tain general characteristics, for exam 
ple, income and number of families. 
The existence of such relations are as 
yet, however, rather few. 


Period ‘overed by the Forecast 


Twe related aspects of this question 
are discussed here: the length of time to 


*To digress somewhat from the subject under 
discussion, it might be noted that the commonly 
employed distinction between durables and non- 
durables, or hard goods and soft goods, as employed 
by the U. S. Department of Commerce and many 
others, is of doubtful value in separating the two 
categories. The reason for this is the more or less 
wholesale classification of groups of commodities 
under one category or the other. As a result, many 
goods are in the nondurables category which prob- 
ably outlast, to an individual consumer, many in 
the durables category. Thus, in the past few years, 
one may well ask which has jasted longer in the 
hands of an individual consumer unit-—a man's 
overcoat (nondurable) or an automobile (durable). 
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be covered by the forecast and the inter- 
val in advance of this period for which 
the forecast is desired. 

As with other forecasting methods, the 
shorter the interval before the forecast is 
desired, the more accurate is a sales fore- 
cast based on sampling likely to be. Short 
intervals afford less time for new devel- 
opments which might alter either peo- 
ple’s previously stated plans or the move- 
ment of business activity. Contrary to 
other means of sales forecasting, how- 
ever, the accuracy of a sample-based sales 
forecast is not necessarily inversely re- 
lated to the length of time covered by the 
forecast. This is particularly true where 
the direct approach is employed. Up to a 
certain point, the increase in the period 
covered by the forecast may allow more 
time for plans and intentions previously 
stated to take effect. Beyond that point, 
however, the increasing number of pur- 
chases represented by plans and develop- 
ments occurring after the sample date 
will more than nullify advantages gained 
from extension of the period. 

The location of this boundary point 
is a question for empirical research. On 
an a priori basis, the point probably var- 
ies with the amount of forethought ac- 
companying the purchase of a particular 
item. For predicting sales of electric 
alarm clocks, one or two months may be 
the optimum period, whereas, for pre- 
dicting refrigerator sales, the optimum 
may be six months or more. Considera- 
ble study is required to determine the ex- 
tent to which forecast accuracy is affected 
by the use of different periods. 


*In the case of U. S. Department of Commerce— 
SEC survey on anticipated plant and equipment ex- 
penditures—which is, in effect, a panel operation-- 
the forecasts were found to be more accurate on an 
annual basis than for periods of less than a year. 
(Paradiso, L. J., “Economic Projections by the U. S. 
Department of Commerce,” paper presented at the 
Montreal meeting of the American Statistical As- 
sociation, September 12, 1954.) This may not neces- 


Area Covered 


In forecasting sales of goods that are 
widely distributed, either consumer or 
industrial, the question arises as to which 
is better—intensive study of a relatively 
small sample or extensive study of a large 
one. Aside from the usual considerations 
of sample size and costs, there is an addi- 
tional reason for favoring the former. 
This is the likelihood that fairly com- 
plete information may be required con- 
cerning people's intentions, plans, and 
attitudes, to judge from a pilot study on 
the relation of plans to actual pur- 
chases.® It would further be desirable, at 
this carly stage of development of the 
technique, to secure detailed informa- 
tion in the hope of perfecting the meth- 
ods. Finally, it might be noted that 
sampling errors are likely to be inconse- 
quential relative to the possible errors 
and biases in the respondents’ replies 
and in the forecasting technique. 


Means of Collecting Data 


When little is known about the effect 
of nonresponse bias on the accuracy of a 
new technique, it is best to employ the 
data-collection method that will mini- 
mize nonresponse. This is especially so 
when probing questions are employed, as 
is likely to be the case for sales forecast- 
ing surveys. Therefore, collection of data 
by personal interviews is advocated at the 
outset despite the additional expense.’ 

However, the possibility of collecting 
data by mail might well be explored. 


sarily be true, however, for other products or even 
if different types of data are obtained in the same 
survey. 

* Ferber, R., “The Role of Plans in the Purchases 
of Consumer Durable Goods,” American Economic 
Review, December 1954, pp. 854-874- 

TA possible exception is an industrial product 
wiih a relatively small number of users, nearly all 
of whom are well known to the seller. In such a . 
case, mail questionnaires or even telephone inter- 
views may serve to advantage. 
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Since much of sales forecasting by sam- 
pling may be conducted by panel meth- 
ods, considerable economies could be 
effected if mail questionnaires were feasi- 
ble. 


ALTERNATIVE APPROACHES 


Different types of data for sales fore- 
casting are obtainable by surveys in vari- 
ous ways. In this section we shall discuss 
three types of data for sales forecasting— 
attitudes and expectations, purchase in- 
tentions, and past purchase information 
~—and the two principal means of obtain- 
ing them—single-interview surveys and 
consumer panels.* 


Single-Interview Surveys 
The aim of a single-interview, or one- 
spot, survey is to secure information 


from a particular person or family just 
once. (The same persons would be in- 
cluded in additional surveys only as a re- 
sult of the vagaries of sample selection.) 


The effectiveness of such a survey for 
sales forecasting clearly varies with the 
type of data being sought and is therefore 
considered in connection with each type 
of data. 

Attitudes and expectations. Increasing 
emphasis has been placed in recent years 
on the importance of attitudes and ex- 
pectations in influencing business activ- 
ity. Businessmen as well as consumers 
have borne the brunt of this emphasis, as 
evidenced by the growing popularity of 
surveys eliciting the respondent's atti- 
tude toward the current business scene, 
whether the future seems like a better 
time to buy than the past, etc.” Even the 


*In some cases there is no choice, as for industrial 
products with limited distribution, 

* Among periodic surveys beginning in the post- 
World War II period and containing questions on 
such subjects are the quarterly polls of business by 
Dun and Bradstreet; the semi-annual survey by 
Fortune Magazine; and the Federal Reserve Board's 
and Survey Research Center's Surveys of Consumer 
Finances. 


Federal Government has not been back- 
ward in climbing aboard the bandwagon, 
as witnessed by thie frequent exhortations 
of government officials in the winter of 
1953-54 that continued prosperity was 
practically assured if only business and 
the consumer would maintain confidence 
in the future—exhortations which were, 
if anything, more likely to create panic 
than to reassure.!” 

How well can such data be obtained 
by single-interview surveys, and to what 
extent can they be used to predict the 
future? With regard to the first part of 
this question, there is not much reason 
to doubt the general reliability of the 
data. It may be questioned how seriously 
people respond to such questions, the ex- 
tent to which people are sometimes flat- 
tered into expressing Opinions they never 
had, or the value of a chorus girl's opin- 
ion regarding future prospects for sales 
of electrical machinery. Properly set up, 
however, reliable indications of people's 
true expectations and attitudes toward 
business trends as of any point of time 
would seem to be fairly well ascertaina- 
ble by such surveys." 

It also appears that purchases are influ- 
enced by expectations. People in an opti- 
mistic frame of mind—whether because 
of higher anticipated income or because 
of prospective disposal of a mother-in- 
law—are more likely to make purchases 
than are those whose expectations are 
pessimistic.’ Does this mean, therefore, 

"See V. L. Bassie, “All's Well, If Only... .” 
Illinois Business Review, February 1954, p. 2 

“ Paradoxically, the answers of the same person 
may differ substantially according to the question 
asked. Particularly interesting is the tendency for 
businessmen to be more optimistic about future 
sales of their own firm than of the sales of the in 
dustry and to be more optimistic about future sales 
of their industry than of the trem! of the economy 
as a whole. 

* Katona, G., Psychological Analysis of Economic 


Behavior (New York: McGraw-Hill Book Company, 
Inc., 1951), Chapter 8. Also, Ferber, R., op. cit. 
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that given the state of expectations at one 
point of time, reliable sales forecasts 
could be made? 

The answer seems to be no, even if 
future sales (purchases) were solely deter- 
mined by prior expectations, and the 
more firmly so the more distant the fore- 
cast period. In order to use relationships 
between purchases and expectations, it 
must be possible to predict expectations 
in that future period; and such a possi- 
bility is highly debatable. A panel inves- 
tigation by this writer during 1951 and 
1952 indicated fairly similar distribu- 
tions of expectations between two partic- 
ular times only a few months apart as to 
ability to buy durable goods, income, 
price outlook, and views on the interna- 
tional situation. Further analysis re- 
vealed, however, that such stability as did 
exist was not due to people generally 
maintaining the same expectations but 
rather to considerable cancellation of 


changes in those expectations, which left 
the over-all distribution largely un- 
changed. 

For example, the proportion of re- 
spondents expecting appliance prices to 
move in a particular direction in two ad- 
joining months was as follows: 


One Month 
Per Cent 


Next Month 


Direction Per Cent 


Rise 

Remain steady 
Fall 

Not sure 


Theoretically, only 7 per cent of the 
respondents would have had toalter their 
expectations to produce this change. Ac- 
tually, 35 per cent registered different ex- 
pectations on these two interviews. In 
such a case, comparison of the two distri- 
butions could produce misleading results 
to the extent that altered expectations of 


different population groups may nullify 
each other. 

These shifts may be of little signifi- 
cance, but, until more evidence has been 
accumulated regarding the effect of 
changes in attitudes and expectations on 
behavior, the use of surveys of this type 
for sales forecasting must remain hazard- 
ous. 

Intentions. Data on intentions to pur- 
chase, when properly obtained, provide 
valuable clues to future purchases. The 
difficulty is that we do not seem to know 
enough about such data to be able to 
make the best use of them. In other 
words, we are unable to discern in ad- 
vance which intentions will be fulfilled 
and which will not and the time element 
involved, that is, the time distribution of 
fulfillments given the time distribution 
of intentions and other possibly relevant 
variables. 

To employ data on intentions for sales 
forecasting without any adjustments does 
not seem to produce very desirable re- 
sults. This conclusion appears to emerge 
from a comparison of consumer inten- 
tions to buy selected durable goods over 
the period of a year, as reported by the 
Survey of Consumer Finances, and actual 
sales of those goods for that period ascer- 
tained a year later by the Survey. 

The accompanying chart presents such 
data for selected durables, comparing 
purchase intentions and actual purchases 
during the years 1947-1953. The corre- 
spondence between actual and intended 
purchases is clearly not very close. In ad- 
dition, the direction of change appears 
to have been missed almost as often as not 
and was gauged correctly only as follows: 


Television —2 times out of 4 comparisons 
Refrigerators —3 times out of 6 comparisons 
Furniture —4 times out of 6 comparisons 
Houses — 3 times out of 7 comparisons 
New cars —5 times out of 7 comparisons 


3 2 
52 46 
32 34 
13 18 
100 100 
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Proportions oF Famities Reportinc PurCHASE INTENTIONS 
AND Reportinc AcTuaL Purcuases, 1946-1953 


PERCENT 


T T 
TELEVISION 


ACTUAL PURCHASES 


PLANS 


- 
accor” 


REFRIGERATORS * 


ACTUAL PURCHASES 


FURNITURE 


CTUAL PURCHASES 


- 
- 
7 


PLANS 


ALL HOUSES 


ACTUAL PURCHASES 


NEW CARS 


4 


ACTUAL PURCHASES 
5 
~ 


~ 


— 
PLANS 


1946 1947 1948 195! 1952 1953 


* Includes home freezers prior to 1952. 


<x 
| 7 
1S 
10 
1S 
10 
10 | | 
10 
5 
10 | 
5 | 


THE JOURNAL OF MARKETING 


Even when the direction of movement 
was correctly predicted, little correspond- 
ence between the figures is apparent, as 
shown by the following comparison of 
relative change in the proportions of 
spending units intending to buy and ac- 
tually buying the two big items in this 
list, new cars and houses:'* 


New cars 
Intended 
Per cent 


Period 


Bought 
Per cent 


other arbitrarily selected proportion 
among the candidates. 

Until more is known about the nature 
and characteristics of “not sure’ or “un- 
certain” respondents, each case is best 
resolved individually, preferably on the 
basis of supplementary information ob- 
tained in the present or in past inter- 


All houses 
Intended 


Per cent 


Bought 
Per cent 


1946-47 
1947-48 
1948-49 
1949-50 
1950-51 
1951-52 
1952-53 


—15.7 
—22.0 


7 
0 
1 
3 
3 


14. 
27. 


Such comparisons highlight a_ basic 
limitation of a survey of this type, 
namely, classification of intended pur- 
chases that are uncertain. The original 
policy followed by the Survey Research 
Center appears to have been to exclude 
them; this same policy was followed in 
drawing the above comparisons and the 
accompanying chart. More recently, how- 
ever, the Federal Reserve Board and the 
Survey Research Center switched to in- 
cluding such intentions in their reported 
figures on purchase intentions."* Either 
policy has about as much to commend it 
as the procedure utilized by some elec- 
tion polls of splitting uncertain respond- 
ents equally or distributing them in any 


“In a sense this comparison is not too realistic, 
for in an actual forecasting situation other informa- 
tion could be used as well as the buying intentions 
data, This approach has, not surprisingly, apparently 
met with greater success in the early postwar years 
(Schweiger, L, “The Contribution of Consumer An- 
ticipations in Forecasting Consumer Demand,” Na- 
tional Bureau Conference on Research in Income 
and Wealth, 1951), but its success is likely to depend 
as much on the personal judgment of the forecaster 
as on anything else. 

“ At least this is true for their first reports, which 
attract the most attention. See Federal Reserve Bul- 
letin, March 1954, Pp. 249- 


views. The most promising means of im- 
proving the accuracy of such predictions 
is an approach that would apply the same 
critical analysis to probable and even to 
sure purchases as to uncertain ones. 

Intention surveys might be more effec- 
tive for periods of less than a year because 
unexpected events are less likely to alter 
previously recorded purchase intentions. 
Nevertheless, in view of the scanty in- 
formation available regarding the im- 
portance of purchase intentions to total 
purchases and the factors influencing the 
realization of purchase plans, the use of 
purchase-intentions data from single-in- 
terview surveys for sales forecasting can- 
not be safely recommended except on an 
experimental basis. 

Information on past purchases and 
family characteristics. Accurately ob- 
tained information on past purchases is 
of considerable value in seeking explana- 
tions of consumer behavior but of doubt- 
ful use in predicting future sales. Appli- 
cation of such information would require 
an assumption such as that implicit in 
applying multiple regressions for predic- 
tion purposes—that past relationships 


8 

2.4 75.8 —23.1 

—10.6 5.2 | 4.0 

11.8 41.0 —32.7 

24 17.4 31.4 

—54.0 —18.8 - 6.5 

7.5 —18.3 —26.5 

34.9 35.8 19.4 
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will continue to prevail in the future. 
Until a body of past purchase informa- 
tion is available, such an assumption 
would be even more tenuous than in mul- 
tiple regression studies, as generaliza- 
tions would be based on a series of ob- 
servations made at only one point of 
time. 

In addition, one might well question 
the accuracy of much of the information 
obtained with regard to past consumer 
purchases. Data on items purchased, fam- 
ily characteristics, and family income 
could probably be obtained with reason- 
able reliability, but data on the charac- 
teristics of the purchase—which for fore- 
casting might be as important as knowl- 
edge of the purchase itself—are not likely 
to be too accurate on an ex post basis ex- 
cept if obtained shortly after the pur- 
chase.” 

Hence, insofar as consumer goods sales 
forecasting is concerned, surveys of this 
type would seem to be most useful in 
forecasting the sales of frequently pur- 
chased goods. For once a close relation- 
ship is known to exist between purchases 
of a particular good and certain family 
characteristics, the required data for the 
latter variable might be obtained by pe- 
riodic, quick, single-interview surveys. 


Consumer Panels 


Consumer panels’ seem to offer the 
most promising means of sales forecast- 
ing by sample surveys at present, espe 


“In the case of industria) goods, such information 
will generally be much more reliable because much 
of it will be a matter of record. 

“Using the word “consumer” in its broadest 
sense, as referring to the purchaser and user of a 
product. A good discussion of the psychological as- 
pects of the problem will be found in G. Katona, 
op. cit., Chapter 5. Ultimately, once sufficient knowl- 
edge has been obtained regarding sales forecasting 
by this means, continuous consumer panels may no 
longer be necessary. However, for the present and 
for many years to come, consumer panels will be in- 
dispensable to further progress in this area. 


cially when planning is known generally 
to precede the actual purchase. Repeated 
interviews with the same people permit 
a continual record of such factors as fam- 
ily (or company) purchases, plans, real- 
ization of plans, changes in plans, and 
changes in outlook and financial position. 
This enables carrying out a number of 
analyses which do not seem possible by 
any other means, such as: 


1. The role of planning in the purchases 
of specific types of goods, 

The importance of planning in actual 

purchases. 

Characteristics influencing the fulfill 

ment of plans: 

a. Characteristics of the plan—length, 
degree of certainty, etc. 

b. Characteristics of the purchaser— 
economic, psychological, and soci 
ological. 

The effect of changes in family (or 

company) status on consumer plans 

and purchases. 

The predictability of purchases for 

which no plans were reported on the 


basis of family (or company) charac. 
teristics, financial position, and out 
look as well as changes in the variables. 


This listing indicates that the main ad- 
vantage of the consumer panel for sales 
forecasting is that so many purchases are 
made, not on the spur of the moment, 
but as the culmination of a series of pre 
conceived thoughts—-a “plan.” This is 
particularly true of industrial products 
which are often budgeted well in ad 
vance. By obtaining sufficient informa- 
tion regarding these plans soon enough, 
it should be possible after a period of 
experimentation to predict what pur. 
chases are likely to result and the approx: 
imate times when they are likely to o« 
cur, In addition, observation of pur 
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chases made without prior plans’? may 
lead to a means of predicting, in the ag- 
gregate, the future volume of such pur- 
chases from changes in family (or com- 
pany) status, plans, and attitudes. 

A more detailed outline of a specific 
technique that might be employed in 
forecasting by consumer panels is given 
below, based upon results obtained from 
an experimental continuous family panel 
operation conducted by the author."* 


‘A Possible Operating Procedure 


Let us assume that the problem at 
hand is to predict, every month, family 
purchases (or sales at retail) of a certain 
class of appliances, including all brands, 
for the succeeding month, knowing that 
these purchases generally involve ad- 
vance planning.’® ‘To solve the problem, 
total purchases of these appliances are 
represented as the sum of three compo- 
nent categories, and the purchases falling 
under each are predicted separately on 
the basis of dataobtained from a monthly 
continuous consumer panel operation. 
The categories are: 


a. ‘Necessity purchases’’—not planned 
and not postponable. 


"From a logical point of view, there is no such 
animal. Every purchase, no matter what the nature 
and circumstance, is preconceived at least a split 
second in advance. In practice, however, plans are 
valueless unless they can be ascertained far enough 
in advance to serve as a basis for operating decisions. 
The frequency with which interviews are made, 
which reflects in part this time element and in part 
sampling costs and time considerations, will there- 
fore determine which purchases are reported in 
advance as plans. 

“ The full results are contained in R. Ferber, Fac- 
tors Influencing Consumer Durable Goods Pur- 
chases, Bureau of Economic and Business Research, 
University of Ilinois, Bulletin 79, 1955. 

* The task of predicting sales of particular brands 
is a problem in itself and is not considered here. The 
method, however, is similar to the one presented 
above. 


b. “Impulse purchases’’—not planned 
and postponable. 
c. Purchases planned and fulfilled. 


Prediction of purchases in the first two 
categories depends in large measure upon 
operational definitions of “necessity” 
purchases and of “impulse” pur: ‘iases, 
which in turn hinges upon the meaning 
of “postponable.”” Of the numerous pos- 
sible such definitions, it would seem de- 
sirable to define “postponable” in the 
stricter sense of the word. This would 
limit the first category to purchases that 
were truly necessities in the sense that 
further postponement would have inter- 
fered with what might be loosely de- 
scribed as “the regular and established 
routine of the family (or company).” 
Such purchases will, therefore, be largely 
urgent in nature and—except for com- 
modities subject to marked seasonal cas- 
ualty rates such as furnaces—can be ex- 
pected to exhibit relatively little varia- 
tion from month to month.”° 

The average level of such purchases 
could be ascertained from the consumer 
panel operation, or even from periodic 


* Although we do not propose to discuss the op- 
erational aspects of the plan here, two suggestions 
might be offered on distinguishing between planned 
and unplanned purchases and between necessity and 
impulse purchases. The former distinction could be 
made on the basis of whether or not the purchased 
item was reported on a prior interview as being 
contemplated. In other words, a purchase that was 
actually planned but not reported previously as 
such would be regarded withiri this framework as 
an unplanned purchase, Experience with a con- 
sumer panel operation ought to produce fairly close 
estimates of the magnitude of such a “misclassifica- 
tion” and perhaps a neater way of handling this 
problem. 

The basis for classifying unplanned purchases as 
“necessities” or “impulse” could be the respondent's 
answers to a group of questions designed to ascer- 
tain the degree to which that particular purchase 
was considered necessary. The questions asked and 
the actual boundary point would have to be deter- 
mined by experiment, but the basic idea is similiar 
to that of scaling or to discriminant functions in 
multivariate analysis. 


® 
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single-interview surveys, and then pre- 
dicted from month to month, or from 
one period to another, on the basis of 
knowledge of (a) this past level; (b) sea- 
sonal variations in the level of such pur- 
chases; (c) the stock (and ideally, the 
age distribution) of such goods in con- 
sumers’ hands, as obtained from trade 
sources as well as from the sample sur- 
veys; and (d) current changes in income 
and financial status.” 

By their very nature, impulse pur- 
chases would be about the most difficult 
to predict. This may be no problem 
where such purchases constitute a negli- 
gible proportion of the total, as for ma- 
jor appliances and most heavy industrial 
products. In other cases, however, im- 
pulse purchases will form a substantial 
proportion of the total, and their predic- 
tion will constitute a very real problem. 
The solution seems to lie in observation 
of consumer actions by means of the 
panel method and development of rela- 
tionships between purchases and family 
characteristics (or company policies), at- 
titudes, financial status, and changes in 
these factors. Admittedly, this is not easy 
and an attempt by the author to arrive at 
such relationships in the case of families 
met with little success other than to indi- 
cate that impulse purchases in general 
seemed to be more prevalent among 
smaller size and upper income families. 
The data used in this study, however, 
came from a limited consumer panel op- 
eration carried on for only one year and 
never including more than 150 families. 
Further study ought to achieve more pos- 
itive results. 

Purchases made as the result of fulfill- 
ment of plans could be predicted in a 


*™ This knowledge is necessary to provide a means 
of excluding purchases that might well be needed 
according to the definition of “postponable” but 
might nevertheless be put off because of lack of 
funds. 


manner somewhat analogous to impulse 
purchases. Because of the nature of the 
consumer panel operation, considerable 
advance notice of many of these pur- 
chases will be obtained. The proposed 
experimental panel operation seems to 
provide some basis for weeding out, in 
the aggregate, plans that will be fulfilled 
from those that will not and the timing 
of the former if sufficient information is 
obtained regarding each plan. This 
means ascertaining not only the existence 
of the plan but also such related factors 
as probable timing, degree of certainty 
of fulfillment, origin of the -plan, ete. 
Basing predictions on these related fac- 
tors rather than on the existence of the 
plan results in greatest accuracy. 

The pilot study revealed considerable 
differences between the characteristics of 
durable goods purchase plans and the 
extent to which plans with different char- 
acteristics were fulfilled. The most signif- 
icant findings are:** 


Planning was more concentrated than 
purchases. 

The population groups doing the most 
purchasing (on a per-family basis) were 
also the ones doing the most planning: 

Large items were more likely to be 
planned than small ones. 

The planning horizon increased with 
the amount of contemplated expendi- 
tures. 

The planning horizon varied by type 
of good. 

Purchase plans were much more likely 
to be fulfilled if (a) the approximate time 
of purchase was known, and (b) they 
were accompanied by a high degree of 
certainty. 

The majority of fulfilled plans were 
fulfilled not longer than one month be- 


* As abstracted from R. Ferber, Factors Influenc- 
ing... op. cit. 


= 
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yond their scheduled date, where a date 
was given. 

Fulfilled plans whose approximate 
timing was not known tended to be ful- 
filled even sooner than those for which 
approximate timing was given. 

Degree of fulfillment of plans varied 
by type of good. 

Degree of fulfillment varied with the 
respondent's present and expected future 
financial position. 


Information on plans seems to offer 
the most promise for sales forecasting 
where such differences are taken into ac- 
count. Above all, it is not sufficient to 
work with purchase intentions alone, as 
has been the practice in the past. 

All this does not mean to deny that 
the consumer panel has major disad- 
vantages, both in method (such as the 
effect of the operation on the replies and 
the influence of memory loss) and in op- 
eration.” The latter is perhaps the more 
serious since sufficient effort could prob- 
ably overcome shortcomings of method. 
Cost, however, seems to be the major lim- 
itation (except for certain industrial 
products, as noted earlier) anu, until 
means are found of reducing costs, only 
the larger companies can afford to use 
this procedure, 

Costs might be cut by pooling re- 
sources, as follows: 


* Although this is not the place to go into these 
details, it might be noted that a panel operation of 
this sort may be subject to addition.) sources of bias 
arising from the nature of the problem as well as 
the usual biases. Thus, if an unusually large pro- 
portion of panel members happened to buy refriger- 
ators one year, some adjustment for this phenom- 
enon—even if due to sampling variations—will be 
required in predicting refrigerator sales the fol- 
lowing year from panel reports. Such an adjustment 
could be made by correcting forecasts made from 
the panel data in the following year for this oc- 


currence, by means of a supplementary sample, or 
both. 


(a) Companies in different fields could 
combine resources and establish a 
consumer panel operation or hire 
a consumer panel service to do the 
work under their direction. 
Companies in the same field could 
establish a consumer panel through 
their trade asso. ion. 


(b) 


While the cost of such an operation is 
likely to be high and the operation specu- 
lative, the gains that might be obtained— 
particularly in terms of ultimate com- 
petitive advantage—are also likely to be 
substantial. 


CONCLUDING COMMENTS 


The use of sample surveys in sales fore- 
casting is relatively new but appears to 
hold promise for the future. Like most 
other new techniques, however, its appli- 
cation is hindered by various obstacles, 
perhaps the most important being cost. 
Fairly substantial outlays—at least in 
terms of commercial research expendi- 
tures—are required to establish it as a 
paying proposition, but in any new proc- 
ess certain preliminary expenditures have 
to be made before results are obtained 
and often even before it is known 
whether or not results can be obtained. 

Use of personal interviews for collect- 
ing data contributes to the costs of this 
technique. Until more is known regard- 
ing the effect of other data-collection 
techniques, their use would only add an- 
other confounding influence to the gen- 
eral problem. Sampling’ also requires 
time and advance preparation, but with 
experience considerable increases in the 
operating efficiency of the procedure may 
be expected. 

On the positive side of the ledger, sales 
forecasting of a much wider range of 
products would seem feasible, including 
those whose purchase is preceded by ad- 
vance planning as well as those whose 
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purchase is related closely to particular 
socio-economic characteristics. In either 
case, sales forecasting seems best carried 
out by intensive study of a relatively 
small sample concentrated in particular 
areas. Completeness of data is more im- 
portant than reduction of sampling error 
through increasing sample size and ob- 
taining superficial information from re- 
spondents. 

Consumer panels seem to be a more 
reliable mezns of forecasting at present 
than do single-interview surveys. It is 
only by cermining the background and 
circumstances surrounding each  pur- 
chase and purchase plan that causal fac- 
tors can be isolated and quantified. Once 
this is accomplished, an event which is 
likely to occur most quickly where the 
problem is to identify characteristics in- 
fluencing impulse purchases, consumer 
panels may no longer be needed for fore- 
casting purposes.” 

The method proposed here for sales 


forecasting by consumer panel operations 
has disadvantages as well as advantages, 
as follows: 


Advantages 


1. Relatively quick results once the 
method is established. 

2. Permits a continual record of 
changes in attitudes, plans, and actions 
of same people (or firms). 

3. Applicable to a wide range of prod- 
ucts. 

4. Enables the effect on sales of a large 
number of variables (even qualitative 


*It is also possible, however, that consumer panels 
may turn out to be indispensable if, tor example, 
the purchase is found to depend on temporal 
changes in people's plans or outlook. 


ones) to be taken into ac sunt in a quan- 
titative, methodical manner. 

5. The tripartite division of purchases 
provides a more realistic basis not only 
for forecasting but, in combination with 
other data obtained from the panel, for 
directing promotional activities, 

6. Will lead to a better understanding 
of the personal factors and motives influ- 
encing purchases and, accordingly, to 
more efficient allocation of promotional 
activities. 

7. Highly flexible means of introduc- 
ing new variables and discarding old 
ones. 


Disadvantages 

1. Expensive except for industrial 
products with limited distribution. 

2. A period of experimentation may 
be needed before tangible results are ob- 
tained. 

3. Would have to be done by personal 
interviews in most cases. 

4. Continual watch has to be kept for 
possible biases due to panel mortality, 
conditioning, ete. 


The material contained in this article 
has been presented in broad, general 
terms. In view of the relative scarcity of 
concrete studies in this area and the 
many possible avenues of approach, this 
form of presentation seems to be most 
fruitful in stimulating further develop 
ment. That further development will 
occur appears almost inevitable, consid 
ering the growing importance of fore 
casting in general and sales forecasting in 
particular and considering the promise 
that this technique appears to offer. 


THE GROWING IMPORTANCE OF THE 
SMALL-TOWN STORE 


E. J. SHEPPARD 
Purdue University 


The Small Town Is an Important Mar- 
ket 


HE small town is an important part 
Ter our marketing structure and in 
several respects its importance is increas- 
ing. The number of potential customers 
for retailers in rural areas is increasing 
and the volume of retail trade transacted 
there has increased in a spectacular fash- 
ion. 

More than 60 million people resided 
in rural areas in 1950, an increase of over 
5 million since 1940.’ Small-town retail- 
ers operated approximately one third of 
the nation’s retail establishments in 1939 
and 1948. In the latter year, they re- 
ported a volume of more than $24 billion 
—an increase of $17 billion over 1939. 
Between these two censuses of business 
years, their share of the retail trade—for 
the entire nation—increased. Sales by 
country merchants grew faster than they 
did for retailers in urban areas. These 
trends occurred in spite of the fact that 
there was a decline of 3 per cent in the 
number of small-town retailers. These 
statements may surprise individuals who 
have been singing the swan song of the 
rural merchant. Verification of the state- 
ments constitutes the purpose of the fol- 
lowing discussion. 


The Small-Town Merchant Is Stronger 


The number of potential customers 
for rural merchants has increased. The 


*1940 and 1950 are the dates of the Censuses of 
Population which correspond more nearly to the 
dates of the most recent Censuses of Business—1939 
and 1948. We shall treat the intervening periods as 
being essentially the same. 
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number of inhabitants of our farms or 
in places with population of less than 
2,500 increased from 57 million in 1940 
to 62 million in 1950, an increase of 
8 per cent.” 

The sales volume of rural retailers in- 
creased from $7 billion in 1939 to $24 
billion in 1948, a spectacular increase of 
230 per cent. This increase should not 
be minimized even though the total sales 
constituted only 18.3 per cent of the na- 
tional aggregate in 1948. Their sales were 
17.3 per cent of the nation’s total in 1939. 
Less than one half of the 230-per cent in- 
crease in sales volume can be attributed 
to a rising price level. Consumer prices 
increased g5 per cent between the years 
involved. 


Increase in Rural Retail Trade 


Sales by all kinds of retail establish- 
ments increased from 1939 to 1948; this 
was true of those in rural areas as well as 
for urban retailers. This can be observed 
from Table I. It is to be noted that the 
retail trade for the entire sation in- 
creased from $42 billion in 1939 to $130 
billion in 1948, an increase of over 210 
per cent. In each of the two years, the 
food group of stores received the largest 
share of the retail trade. In 1939, they 
were followed—not too closely—by the 
general merchandise group and the auto- 
motive group, in that order. In 1948, the 
relative importance of these two latter 


* Throughout this discussion the small-town or 
rural merchant will be considered as one located in 
this area. 
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groups was reversed. Shifts in importance 
of the other groups can be noted in the 
table. 


nation of its growth. Table I reveals that 
sales by small-town merchants grew faster 
than they did for the entire nation. Ref- 


TABLE I 
SALEs BY RETAIL EsTABLISHMENTS, UNITED STATES AND PLACES Less THAN 


Kinds of Business 1948 


39 AND 1948 


Less Than 2,500 Inhabitants 


Per Cent 


Per Cent 
of 0 


1939 Change 1948 1939 Change 


Thousand Dollars 
42,041,790 
10,164,967 
3,520,052 
810,342 
5,665,007 
3,258,772 


1,733,257 
5,548,687 
2,822,495 2,253,535 


All Kinds 
. Food Group....... ; 
. Eating and Drinking Places. 
. General Stores... . . 
’, General Merchandise Group 
. Apparel Group 
‘I. Furniture, Furnishings, and 
Appliance Group. . 
. Automotive Group. ; 
. Gasoline Service Stations. 
<. Lumber, Building, and Hard- 
ware Group. 
. Drug and Proprietary Stores. 
XI. Liquor Stores... .. 
. Second Hand Stores. . 
. Other Retail Stores. . 


130,520,548 
30,965,674 
10,683,324 

1,159,361 
15,975,357 
9,803,218 


6,914,179 
20,104,054 
6,483,301 


11,151,470 
4,013,231 
2,579,507 

304,654 

10,383,218 


2,734,914 
1,562,502 
§86,351 
138,007 
3,496,437 


Thousand Dollars 
23,950,126 7,253,004 
6,840,692 1,986,710 
2,170,440 630,866 
990,393 697,973 
952,584 292 B46 
410,347 99369 


684,577 
2,909,054 


100,004 
814,639 
979,467 


3,554,549 
551,914 
390,322 

39,134 

2,202,593 


786,294 
205,971 
73,710 
13,083 
574,164 


This and subsequent tables were constructed by data furnished by the 1939 and 1948 Censuses of Business 


The table reveals significant data con- 
cerning rural retail trade which, in some 
aspects, differ from the national scene. 
The food group ranks first here, as it does 
nationally, but second and third places 
are occupied by groups which differ from 
the situation for the entire nation. Gas- 
oline service stations and the automotive 
group occupied second and third places 
respectively in 1939. In 1948, the third 
spot continued to be occupied by auto- 
motive dealers, but the lumber group re- 
placed the gasoline group in second place. 
In both years, the three leading groups 
secured a little more than one half of the 
rural retail trade—53 per cent in 1939 
and 52.8 per cent in 1948. They repre- 
sented slightly less than 50 per cent of the 
retail establishments in 1939 and _ less 
than 40 per cent in 1948. 

The importance of retailing in rural 
areas can be demonstrated by an exami- 


erence has already been made to the fact 
that sales by rural merchants increased 
230 per cent against a national increase 
of 210 per cent. When the aggregates are 
broken down into their constituents, 
other significant trends are revealed. In 
all but three groups, the increase in sales 
volume for rural stores exceeded the na- 
tional rate of increase for the respective 
groups. The three exceptions were: gen- 
eral stores, automotive, and gasoline serv- 
ice stations. These three exceptions 
transacted about one third (94 per cent) 
of the rural retail trade in 1939 and only 
17 per cent in 1948. 

The three groups in rural areas with 
the greatest increase in sales were: furni- 
ture, furnishings, and appliances with an 
increase of 584 per cent; liquor stores 
with an increase of 429 per cent; and the 
lumber group with an increase of 952 
per cent. These groups obtained 1% per 


2,500 INHABITANTS —19 

210 20 
204 244 
203 244 
43 41 
171 225 
200 312 
\ 257 
130 
307 352 
156 157 
340 429 
121 199 
4 196 283 
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cent of the rural trade in 1939 and 10 
per cent in 1948. The same group showed 
the greatest increases when the entire 
retail structure is examined, but, when 
the broader view is taken, the increases 
were less than those reported by the 
small-town merchant. 


Decrease in the Number of Establish- 
ments 


The number of establishments en- 
gaged in a given economic activity might 
be taken to reflect—to a degree—certain 
attitudes of the entrepreneurs. Proprie- 
tors, it can be assumed, envision adequate 
sales volume to justify their engaging in 
their chosen fields of endeavor. An in- 


crease in numbers would reflect, among 
other things, a feeling of optimism and a 
decrease suggests an opposite attitude. By 
this token, the small-town merchants (as 
a class) were less optimistic than were 


dealers elsewhere, although the trends in 
their sales volume discussed above prob- 
ably engendered a more favorable re- 
sponse. There were 815 fewer retail 


stores in the United States in 1948 than 
in 1939, whereas in rural areas there were 
14,700 fewer of them. 

An inspection of the component parts 
of our retail structure reveals that there 
was no universal trend in regard to the 
numbers of retail establishments. From 
Table II it is to be seen that declines oc- 
curred in six groups (I, III, VIII, X, XII, 
XIII) when the entire retail system is 
studied. The total decline in these groups 
was over 145,000, the food and gasoline 
service station groups alone accounting 
for over 100,000 of this decline. Increases 
in the other groups kept the net decrease 
to 815 or less than .o5 per cent. 

The declines in numbers for rural 
areas, while larger, were concentrated in 
fewer groups. Three groups—general 
stores, gasoline filling stations, and drug 
and proprictary stores—experienced all 
of the declines. The aggregate of these 
declines 59.530, over 40,000 of 
which were reported by the gasoline serv- 
ice station group. It will be seen from 
Table I that even these groups experi- 


was 


TaABLe II 


NuMBER oF RETAIL EstaBLisHMENTS, UNITED STATES AND PLacEs LEss 
2, 500 INHABITANTS—1939_ AND 1988 


United 


Numbers 


Kinds of 


All Kinds. . 
. Food Group 
. Eating and Drinking Places. 
. General Stores. . . 
General Merchandise G 
Apparel Group 
. Furniture, Furnishings, 
Appliance Group. . 
. Automotive Group 
. Gasoline Service Stations 
. Lumber, Building, and Hard- 
ware Group. . 
Drug and P roprietary Stores. 
. Liquor Stores 
. Second Hand Stores . 
. Other Retail Stores... . 


"usiness 


i 18 


1,769,540 
504,439 
346,556 

21,557 
§2,544 
115,246 


1 


and 
85,585 
86,162 
188,253 


98,938 


770,355 


Than 2 2 500 
Inhabitants 


Numbers Per Cent 


of 
Change 


States Total 
Per Cent 
of 
Ch inge 


1948 
577,072 
182,002 
113.350 

20,280 

17,719 

12,586 


591,772 
176,856 
97,706 
37,399 
14,308 
9,814 


560,549 
305,386 
39,688 
50,267 
106,959 


52,827 
60,132 
241,858 


18,588 
24,661 
88,720 


10,157 
18,295 
129,520 


79,313 
57,903 
19,136 
23,962 
172,375 


34,127 
15,160 
5,227 
3,876 
39,327 


. 
= 

— = = 

az —.05 — 3 

I —10 + 2 

I! +13 +16 

—55 

1\ + 4 +23 

\ + 7 +28 
Vi 

4-6) 

—24 
IX 

a +24 41,447 +21 

XI 33,422 +74 8,049 +53 

XII 16,969 —29 2,835 +26 

XII 164,073 —4 33,286 +15 
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enced an increase in sales. In other words, 
while their numbers decreased, their sales 
volume increased. 

It is revealing to investigate the vari- 
ous groups of rural stores and see how 
they compare with other stores in regard 
to trends in numbers and sales. In seven 
groups of establishments (I, II, IV, V, VI, 
XII, XIII), the number of small-town 
stores increased faster than the national 
trend. In three of them (I, XII, XIII), 
their numbers increased in the face of a 
national decline. Four groups (II, IV, V, 


not be overemphasized because in only 
three classes (II, VII, VIIL) did the sales 
volume fail to keep up with the national 
trend. 


Sales Volume of the Small-Town Store Is 
Larger 

The great increase in rural retail trade 
has not been entirely dissipated by the 
increase in number of establishments, 
when such increases did occur. We have 
seen that all kinds of retail stores re- 
ported increases in sales. This was true 


TABLE IT] 


Kinds of Pusiness 


All Kinds 
I. Food Group 
Il. Eating and Drinking Places 
. General Stores 
. General Merchandise Group 
Apparel Group 
‘Tl. Furniture, Furnishings, and Appliance Group 
. Automotive Group. 
Gasoline Service Stations... 
.. Lumber, Building, and Hardware Group 
. Drug and Proprietary Stores 
. Liquor Stores... .. . 
. Second Hand Stores. 
. Other Retail Stores 


V1) of rural stores showed a greater in- 
crease than did the national aggregates. 
All of these seven groups of rural stores 
reported sales increases which exceeded 
the increases for the entire nation for the 
respective groups. 

In the remaining groups, rural stores 
did not show up so favorably. In three 
cases (VII, IX, XI), the number of stores 
increased but the national scene showed 
a greater increase. In two instances (III, 
X), the small-town store showed a greater 
decline than the national average. In one 
case (VIII), the numbers declined while 
there was a nationwide increase. These 
unfavorable trends in numbers should 


Per Cent oF CHANGE: NUMBER OF ESTABLISHMENTS AND Retart Trane, Rurat Stores—1939 to 1948 


Per Cent of Change 


Retadl 
Trade 


Number of 
Establishments 


even of those groups whose numbers de- 
creased, The net result of this was an 
increase in the average sales volume pet 
establishment. Table IV reveals some sig- 
nificant details in this connection. An 
examination of the portion of the table 
dealing with rural areas reveals that in 
all cases there was an increase in sales per 
establishment. This trend was not pe- 
culiar to the small-town store. But be 
that as it may, the greatest growths in size 
were reported for the small town. In all 
but three cases, the rural stores showed a 
greater increase. These exceptions were: 
food, general stores, and general mer- 
chandise. 
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; 230 
+ 2 244 
+16 244 
I ~55 41 
+23 225 
+28 312 
+83 SR4 
\ +34 257 
Vi 140 
+21 452 
157 
> +53 429 
X +26 199 
XI +15 283 
| 
t 


THE JOURNAL OF MARKETING 


TABLE IV 


SaLes VoLuME (AVERAGE) Per Reta, UniTED STATES AND PLACES 
Less THAN 2,500 INHABITANTS—1939 AND 1948 


United States Total 


Places Less Than 2,500 
Inhabitants 


Sales 


Kinds of Business 1948 


Per Cent 


Per Cent 
of 
Change 


Sales 


1939 Change 1948 1939 


Dollars 


All Kinds 

. Food Group 

. Eating and Drinking Places 

. General Stores......... 

. General Merchandise Group. . 

. Apparel Group 

. Furniture, Furnishings, and Appli- 
ance Group. 

. Automotive Group. 

. Gasoline Service Stations . 

. Lumber, Building, and Hardware 
Group 

" Drug and Proprietary Stores 

. Liquor Stores 

. Second Hand Stores 

. Other Retail Stores 


73,700 
61,300 
30,800 

. §3,700 
304,200 


Dollars 
41,500 12,200 
37,500 11,200 
19,100 6,400 
48,800 18,600 
53,700 20,400 
32,600 10,100 


23,700 
18,100 
11,500 
20,400 
112,600 
30,400 


210 
238 
106 
163 
169 
179 


32,800 
92,200 
11,600 


146 
153 
196 


227 
167 
151 
193 
212 


36,800 
117,900 
25,409 


9,800 
44,500 
7,500 


23,000 
13,500 
14,100 

3,300 
14,500 


34,400 
26,900 
30,600 

6,100 
20,200 


85,700 
40,700 
48.400 
13,800 
66,200 


It should be observed that in absolute 
dollar volume the rural store is still 
smaller than the national average. 


The Small-Town Store Is Stable 

The competitive position of the vari- 
ous kinds of rural stores changed very 
little from 1939 to 1948. This is true 


whether they are viewed from the point 
of view of numbers, aggregate volume of 
trade, or sales per establishments. This 
can be seen from Table V, which shows 
the standings of the various groups in 
regard to the aforementioned character- 
istics. The method used in constructing 
the table can be illustrated by consider- 


TABLE V 
RANKINGS OF RURAL STORES BY NUMBER OF ESTABLISHMENTS, RETAIL TRADE VOLUME, AND SALES PER 


Estat BLISHMENT— 1948 AND 19. 39 


Number of Es- 
tablishments 


Kinds of Business 


1948 


Retail Trade 
Volume 
Rank 


1948 


“Sales Per 
Establishment 
Rank 


Rank 


1939 1939 1948 1939 


. Food Group 

. Eating and Drinking Places . 

. General Stores 

. General Merchandise Group 

. Apparel Group. 

. Furniture, Furnishings, and Aggtenes Group 
. Automotive Group 

. Gasoline Service Stations 

. Lumber, Building, and Hardware Group. . 
. Drug and Proprietary Stores 

. Liquor Stores 

. Second Hand Stores 


— 
— 


— 
— 


we 


— 


Note: Constructed from data in Tables I, II, and IV. 


— 
= 
/ -—-- 
240 
I 235 
II 199 
162 
IV 163 
V 85,000 216 
VI 
80,700 275 
vu 233,300 164 
Vill 34,400 238 
IX 
112,700 268 
x 71,900 201 
XI 77,100 243 
XII 17,900 318 
XII 63,200 356 
I 1 
II 2 
5 
lV 8 
V 10 
Vi 7 
Vil 6 
Vill 3 
IX 4 
X 9 
XI 11 
XI 12 
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ing the “number of establishments’ sec- 
tion of the table. The food group (in 
1939), being the most numerous, was as- 
signed the first rank for that year; the 
gasoline service station group was next 
in numbers and was given second rank, 
etc. The same method was used for the 
“retail trade” and “sales per establish- 
ment sections of the table. 

When the number of establishments 
section of the table is considered, con- 
siderable stability is to be noted. In six 
of the twelve groups there were no 
changes in standings; of the remaining 
groups only two underwent more than 
one rank change. There was even greater 
stability in regard to volume of retail 
trade: ten groups experienced no change 
between the two dates and the other two 
(V, VI) merely changed positions. The 
ranks in connection with sales per estab- 
lishment were unchanged in six groups; 
for the remaining groups, the changes 


were limited to going up or declining by 
one rank. 


When one views the standings accord- 
ing to volume of trade along with those 
as regards sales per establishment, fur- 
ther stability is to be noted. In eight cases, 
the standings were the same for both 
characteristics and for both years. Sim- 


ilar stability, to a lesser degree, character- 
ized the other groups. 


Conclusion and Summary 


The status of rural areas and retailers 
should not be underestimated. The small- 
town stores were more important in 1948 
than they were in 1939. They reported 
a larger aggregate sales volume in the 
later year and their share of the retail 
dollar was slightly larger. The rural store 
experienced a greater increase in retail 
trade than was characteristic of the entire 
retail system. When broken down into 
kinds of business, the increases were 
quite spectacular. 

The growth of rural retail sales vol- 
ume and the trend of numbers of estab- 
lishments present some interesting situa- 
tions. In only three groups did the num- 
ber of rural stores decline and even here, 
increases in sales volume were reported. 
Thus in a very meaningful way the small- 
town stores’ competitive position has im- 
proved. The fact that the small-town 
store was larger in 1948 than in 1939 
further supports this condition. Finally 
it seems significant that, while there have 
been improvements in their competitive 
positions relative to stores elsewhere, a 
large element of intramural competitive 
position has developed in the rural areas. 


THE USE OF ENGEL’S LAWS AS A BASIS 
FOR PREDICTING CONSUMER EXPENDITURES 


BENJAMIN S. LOEB 
Columbia University 


i appearance of a buyers’ market, 
added to the “discretionary spending 
power” possessed by the great mass of 
consumers, has increased the pressure to 
find tools for predicting the volume and 
direction of consumer expenditures. Un- 
der this duress, increased attention has 
been given of late to the so-called “En- 
ge!’s Laws.” As is known, these “laws” 
originated nearly 100 years ago from 
some researches conducted by Ernst 
Engel, a German statistician. Fngel in- 
vestigated the expenditures of different 
income groups for broad classes of com- 
modities. His studies led to some rough 
conclusions as to the effect of income on 
consumer expenditures. These conclu- 
sions, in somewhat modified form, have 
had general acceptance ever since. 
There is some question how far Engel 
himself went in formulating the “laws” 
which bear his name. As noted by Lewis 
and Douglas and by Stigler,’ Engel’s 
published work contains a statement that, 
on the average, the percentage of income 
spent on food decreases as income in- 
creases, but he makes no such summary 
statement regarding any other category 
of expenditure. Engel’s work does, how- 
ever, contain statistics justifying further 
conclusions, and it soon became conven- 


* Lewis, H. Gregg and Paul H. Douglas, “Studies 
in Consumer Expenditures (1901, 1918-19, 1922-24),” 
Supplement to Journal of Business, October 1947, 

Stigler, George J., “The Early History of Empiri- 
cal Studies of Consumer Behavior,” The Journal of 
Political Economy, No. 2, p. 96. 

*Wyand, Charles S., The Economics of Consump- 
tion (New York: The Macmillan Company, 1938), 
pp. 220-21. 
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tional to attribute to him four proposi- 
tions, namely: “As income increases: 


. The percentage of the income 
spent for food decreases. 

. The percentage of income spent 
for rent, fuel, and light remains 
the same. 

3. The percentage of the income 
spent for clothing remains about 
the same. 

. The percentage of the income 
spent for sundries [items such as 
education, care of health, comfort, 
and recreation] increases rapidly.’”* 


The data on which these conclusions 
were based were summarized by Engel 
as shown in Table I. 

Many studies similar to those made by 
Engel have been undertaken in this coun- 
try in recent years, some of them of con- 
siderable scope. Noteworthy among 
these have been the 1948 studies by the 
Bureau of Labor Statistics in Denver, De- 
troit, and Houston and the 1935-36 study 
of Consumer Expenditures in the United 
States by the National Resources Com- 
mission. These studies have in general 
tended to support the conclusions drawn 
from Engel’s cata with the principal ex- 
ception that clothing expenditures have 
been observed to rise proportionally 
rather than remain constant with in- 
creases in income. On the basis of the 
more recent data, Engel’s Laws are cur- 
rently restated substantially as follows: 

“As the income of families increases, 
the DOLLARS they spend for each im- 
portant category of expenditure also rises, 
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PERCENTAGE Composrnion or IAN Fama, Bu DGETS, 1853 


Category of expenditure 


Food. 

Clothing (including cleaning) 
Housing 

Heat and light. . . 

Tools and work supplies 

Education, religion, etc 

Health, recreation, insurance, etc. . . 
Personal services. . . 


Fi amily type 


I] 
(Poor but 
independent) 


I 
(On relief) 


(Comfortable) 


70.9 62.4 


— 
> 


*“Die Productions—und Consumtionsverhaeltnisse des Koenigreichs § 
skosten belgischen Arbeiter—Familien (Dresden, 1895), p. 27, translated and reproduced in Stigler, loc. cit., 
8. 
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but the PERCENTAGES of total in- 
come spent for the various categories 
change in the following ways: 


. The percentage spent for food de- 
creases. 

. The percentage spent for housing 
and houschold operation remains 
about constant. 

3. The percentage spent for clothing, 
transportation, recreation, health 
and education increases, as does 
the percentage saved." 


Further comments in this paper re- 
garding Fngel’s Laws will refer 
modernized version. 

It must be noted at this point that the 
studies on which Engel’s Laws are based, 
both in his time and more recently, have 
been of the “static” variety. In each study, 
the expenditures of each income group 
were observed during a single period of 
time and then compared with the ex 
penditures of other income groups dur- 
ing the same period of time. 

In order for Engel’s Laws to be useful 


to this 


* Vaile, Roland S., E. T. Grether, and Reavis Cox, 
Marketing in the American Economy (New York: 
The Ronald Press Company, 1952), pp. 96-97. 


Sachsen,” in Engel, Die Leben- 


to marketing managers as a basis for pre- 
diction, however, they must also apply to 
changes in income from one period of 
time to another. To be specific, in order 
for a marketing manager to use the laws 
predictively, he must have confidence 
that when incomes as a whole rise ovet 
time (as they have in recent years) pro 
portional consumer expenditures will 
move in the directions indicated by En- 
gel’s Laws, that is, down for food, up 
for recreation, etc. Declining incomes 
should, of course, produce opposite ef- 
fects. 

It has been the general view of econo 
mists and marketing men that Engel’s 
Laws would meet this test, that they 
would be found valid over time. Thus, 
Maynard and Beckman reason: “it may 
be presumed that in time as one enters a 
higher or lower income bracket he tends 
to act like those in the new income level. 
To that extent dynamics may be implied 
from the data which purport to portray 
a Static condition.”* 

Moreover, some data have been avail- 


* Maynard, Harold H., and Theodore N. Beckman, 
Principles of Marketing, 4th ed. (New York: The 
Ronald Press Company, 194), p. 78. 
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able which seemed to confirm this con- 
clusion. For example, Canoyer and Vaile 
compared consumer expenditures data 
for 1935-36 and 1948 and found “in gen- 
eral, differences in percentage distribu- 
tion of expenditures in the direction 
pointed out by Engel.’ 

In the Twentieth Century Fund's mon- 
umental study of America’s Needs and 
Resources, the successful working out of 
Engel’s Laws between the years 1909 and 
1941 was noted and estimates of con- 
sumer expenditures made for 1950 and 
1960 on the assumption that the laws 
would continue to apply.® 

The belief that the laws hold over time 
must also lie behind what has long been 
a favorite examination question for be- 
ginning courses in Economics or Market- 
ing. This question postulates a rise in 
income in a coming period and then asks 
the student to state what changes may be 
anticipated with regard to proportional 
consumer expenditures for food, hous- 
ing, and the like. What is called for is, of 
course, an application of Engel’s Laws 
over time. But do they apply over time? 

The 1954 National Income Supple- 
ment to the Survey of Current Business 
provides us with an excellent opportu- 
nity to test the applicability of Engel's 
Laws over the period 1929 to 1953. Data 
are published there on personal con- 
sumption expenditures for twelve major 
categories of goods and services and for 
8g lesser categories within these twelve. 
Various types of income data are shown 
for the same years. 

The following procedure was consid- 
ered to make an adequate test: 


*Canoyer, Helen G., and Roland §. Vaile, Eco- 
nomics of Income and Consumption (New York: 
The Ronald Press Company, 1951), p. 197. 

*Dewhurst, Frederic, and Associates, America’s 
Needs and Resources (New York: The Twentieth 
Century Fund, 1947), p. 253. 


1. Percentage expenditures for each year 
were obtained by dividing actual ex- 
penditures for categories of consump- 
tion by disposable personal income 
after taxes. 

2. Changes in these percentages from pe- 
riod to period were then compared 
with changes in per-capita disposable 
income in constant dollars, which was 
felt to represent most closely what En- 
gel and his followers meant by income 
(that is, purchasing power). 

3. If the two series (percentage expendi- 
tures and income) varied between two 
periods as stipulated by Engel’s Laws 
(for example, inversely for food, di- 
rectly for clothing, recreation, and ed- 
ucation), this was considered to repre- 
sent conformity with the applicable 
Engel'’s Law. Thus, when expendi- 
tures for food increased between 1929 
and 1930 from 25.5 to 26.1 per cent, 
while per-capita disposable income in 
constant dollars declined from $927 
to $859, this movement was consid- 
ered to represent conformity for 1930 
with Engel’s Law on food. The move- 
ments in the following year, however, 
when both income and proportional 
food expenditures decreased, were 
considered to represent nonconform- 
ity for 1931 with Engel’s Law on food. 

4. Tests were made on a year-to-year ba- 
sis, and also for overlapping five-year 
periods and for the over-all periods 
1929-1938, 1939-1953, and 1929-1953. 
The categories tested were food, 
clothing, recreation, and transporta- 
tion.” 


" The “law” for housing and household operation, 
proportional expenditures for which are supposed 
to remain “the same” or “about constant,” is pro- 
pounded in a manner so unquantitative as to render 
it virtually untestable by ordinary statistical devices. 
Examination of percentage expenditures in these 
categories, as set forth in Table V, reveals that there 
were considerable dips occasioned by controls during 
the war years, followed by returns to levels some- 
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i The data used for the tests are shown 

in Table Il. The results of the year-to- 
year and five-year tests are shown in Ta- 
ble III. A summary of these results as 
well as of the tests for the three longer 
periods is found in Table IV. 

The record shown in Table IV is not 
one which should inspire the marketing 
manager with confidence that Engel's 
Laws furnish a reliable guide to the di- 
rection of future consumer expenditures. 
With the single exception of the long- 
term test applied over the period 1929- 
1938 (see Table IV, Part C), it will be 
noted that all the tests reveal consider- 
able nonconformity. It remains to deter- 
mine why this is so. 

Basically, Engel’s Laws give statistical 
expression to the rather obvious fact that 
a poor family must spend all or almost all 
of its income on necessities, whereas a 
more prosperous family can transfer 
some of its expenditures to non-necessi- 
ties. At any given period of time this 
tendency appears still to prevail, as is 
shown by the fact that static budget stud- 
ies made recently have indicated general 
conformity with Engel’s Laws. Following 
Maynard and Beckman’s reasoning cited 
above, moreover, we may believe that the 
tendency has also considerable influence 
over time. 

When proportional expenditures are 
compared from one period of time to an- 
other, however, forces other than the one 
to which Engel gave expression may also 
be operating. These forces are likely to 
be temporal in character so that they do 
not reveal themselves in a static study. 
Some may act in the same direction as the 
tendency expressed by Engel’s Laws and, 
in that case, will enhance their effect. An 


what below those prevailing before the war. Each 
reader may judge for himself whether the year-to- 
year, five-year and long-term changes are sufficiently 
small to warrant the characterization “about con- 
stant” in a predictive sense. 


example of this is found in the recent re- 
ductions in the costs of distributing food 
which, occurring during a period of gen- 
erally rising incomes, acted to reinforce 
Engel’s Law on food. Other forces, how- 
ever, may be pulling the other way and, 
together, these may have such power as to 
cause a net movement in the opposite di- 
rection from that indicated by Engel’s 
Laws. 

The following factors, for example, 
have been noted® as explanations for the 
recent rises in proportional food expend- 
itures during a period of generally rising 
incomes when, according to Engel’s Laws, 
proportional food expenditures should 
have declined: 


1. A rise in food prices relative to non- 
food prices, due in part to price sup- 
ports for agricultural products. 

. Continuation in the changes in na- 
tional diet away from relatively inex- 
pensive grains and starchy foods to- 
ward relatively more costly meat and 
vegetables. 

. Increased processing of foods before 
sale to the consumer (for example, 
canning, freezing, prepackaging and 
precutting of meats, “instant” prepa- 
rations) so that outlays for food in- 
clude greater and greater payments 
for various forms of “built-in con- 
venience.” 

. The spectacular merchandising job 
performed by food industries which 
has had effects in popularizing food 
specialties and stimulating impulse 
purchases from the attractive and ac- 
cessible racks of supermarkets. 


Similar analysis reveals the following 
as some of the factors operating over time 
which have caused proportional clothing 
expenditures to decline in recent years, 


"See, particularly, “Ihe Fabulous Market for 
Food,” Fortune, October 1953, pp. 195-199 FE 
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TABLE III 
CONFORMITY (Cc ) AND NONCONFORMITY (N) wiTH Ence.’s Laws 


Ons Year Period Ending in } Design: uted Year 


Food Recreation 


Five- Year P eviod E nding in Designated Year 


Food 


Rec reation 


( lothing Tron sportation 


( lothing 


1929 
1930 
1931 
1932 
1933 


AAZOA 
AAAZ | 
AALZO 
ZZN0 


1934 
1935 
1936 
1937 
1938 


AZZAO 


1939 
1940 
1941 
1942 
1943 


1944 
1945 
1946 
1947 
1948 


ANAAZ 


AZZZZ 


AZAAD 


1949 
1950 
1951 
1952 
1953 


ZZZNZ 
AZZAZ 


although the applicable Engel’s Law in- 
dicated they should have increased: 


The trend toward informality in dress, 
which has greatly reduced demand for 
some of the costlier items of clothing, 
such as fur coats, men's full dress 
clothes, and suits for boys. (This trend 
has been spurred by the de-emphasis 
of clothing as a prestige factor and its 
replacement in this context by the au- 
tomobile.) 

The emergence of new or improved 
fabrics to replace costlier silk and 
wool. 

The higher proportion in the popula- 
tion of infants and oldsters, age groups 
with relatively smaller clothing needs. 


Without doubt, expert analysis would 
also disclose reasons for the nonconform- 
ity with Engel’s Laws shown recently by 


_ Transport ation 


ZZZON 


ZZNZZ 
ZZZOZ ZZZNZ 
ANOAZZ 


transportation and recreation expendi- 
tures. It is certain, for example, that war- 
time restrictions on travel and their sub- 
sequent relaxation had a major effect on 
transportation expenditures. 


The reasons cited above apply prima- 
rily to the period since 1939, during 
which there have been revolutionary 


changes in income distribution, 
technology, 


tastes, 
and patterns of living. In 
view of the volatile nature of the period, 
it is not surprising that we find from ‘Ta- 
ble IV that three of the four categories 
tested failed to conform with Engel's 
Laws over the longterm period 1939- 
1953. In Table II] it can be seen, more- 
over, that nonconformity is also the rule 
rather than the exception on the year-to- 
year and five-year bases during this pe- 
riod. 
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Cc Cc 
Cc N 
N Cc 
N 
N N 
c 
C 
c 
N 
N 
Cc 
N 
Cc 
N 
N Cc 
N Cc 
2. 
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TABLE IV 


SuMMARY OF RESULTS oF Tests oF ENGEL’s Laws 


Number of times found to: 


Conform 


Not conform 


. Year-To-Year Tests 


Clothing....... 
Transportation 


Total 


Clothing... . 
‘Transportation 


Total 


. Entire 1929-1938 
Food 
Recreation... . 
Clothing 
Transportation........... 


Total... 


. Entire Pertop 1939-1953 
Clothing . 
Recreation 
Transportation 

Total 


Entire Person 1929-1953 


Clothing 
Transportation 


Total 


Despite the great depression, it is prob- 
ably true that there was considerably less 
institutional change during the period 
1929-1938 than in the period 1939-1953. 
As a consequence, we may observe from 
Table IV that all categories tested con- 
formed to Engel’s Laws over the long- 
term period 1929-1938. Even during this 
period, however, there was considerable 
nonconformity on a year-to-year and on a 
five-year basis, as will be noted in Table 
ILI. Since the marketing manager is likely 
to be making his predictions for a time 
period of five years or less, Engel’s Laws 


would not have served him reliably as a 
basis of prediction during the 1930's, de- 
spite the long-term conformity. 

Tests of Engel’s Laws over time do not 
appear to have been made in Engel’s own 
time, or in the intervening periods until 
almost the present day. On the basis of 
deductive reasoning, it seems to have 
been assumed over most of this time that 
relationships established on the basis of 
static data would hold over time. Consid- 
ering the relative social stability of the 
period from, say, 1857 (when Engel pub- 
lished his data) to 1914, one may be in- 
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clined to agree that the income effect de- 
scribed by Engel’s Laws was probably 
dominant in determining the direction 
of consumer expenditures and that the 
Laws probably held over time during 
most of this period. In more recent times, 
however, it is clear that the swiftness and 
fundamental character of social and eco- 
nomic changes have often more than 
counterbalanced the effect of changed in- 
comes on expenditures. We must there- 
fore conclude that, as long as society re- 
mains in its present volatile condition, 
the task of predicting what direction pro- 
portional consumer expenditures will 
take requires an estimate not only of fu- 
ture disposable income, in order to apply 
the effect expressed by Engel’s Laws, but 
requires as well an estimate of other eco- 
nomic and social factors which may be op- 
erating over time. To base a prediction 
on changes in income alone would ap- 
pear to be a dangerous oversimplification 
and, if the recent past is any guide, as 
likely to be wrong as right.® 


* Although this paper has been limited to a dis- 
cussion of Engel’s Laws, it appears to the author 
that the conclusions reached may be applied as well 
to “sensitivity indexes” and other efforts to tie in- 
come changes and consumer expenditures together 
in a rigid relationship. 


TABLE V 
HousinG AND OrrraTION 


EXPENDITURES AS 


PERCENTAGES OF 


D1sPosABLE PERSONAL INCOME 


Household 


Year Tlousing Operation 


1929 
1930 
1931 
1932 
1933 


1934 
1935 
1936 
1937 
1938 


1939 
1940 
1941 
1942 
1943 


1944 
1945 
1946 
1947 
1948 


1949 
1950 
1951 
1952 
1953 


Source: Percentages personally computed from 
if 


data in 1954 National 
Survey of Current Business. 


Income Number 


of 


the 
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13.8 12.9 
14.8 12.9 : 
16.1 13.2 
18.5 13.9 
17.2 14.1 
14.6 13.9 
13.1 13.3 
12.0 13.3 
11.9 13.4 
13.4 13.5 
12.8 13.7 
12.3 13.8 
10.8 129 
9.2 10.8 
8.5 98 
8.1 96 
8.3 10.3 
85 12.6 
91 14.1 
94 13.7 
10.3 13.1 
10.4 13.3 
10.3 126 
10.8 12.2 
11.1 12.0 
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TOURIST RESEARCH—A RECENT 
DEVELOPMENT AT THE UNIVERSITIES 


L. J. CRAMPON 
University of Colorado 


Score or TRADE 

ECENT years have seen a growing 
R number of research projects cen- 
tered about various phases of an increas- 
ingly important segment of American 
business—the tourist trade. The tourist 
trade—or tourist industry as it is now fre- 
quently called—has grown to considera- 
ble importance. Today, its influence is 
felt in numerous places throughout the 
United States, not merely in a few iso- 
lated resort centers located on the sea 
coast, in the mountains, or in the north- 
ern woods. Industry leaders estimate that 
a total of more than $22,000,000,000 was 
spent in all forms of domestic and for- 
eign travel by Americans in 1952, accord- 
ing to a report published by the Univer- 
sity of Maryland. This source mentions 
4% states in which the income from the 
tourist trade was reported to exceed 
$100,000,000. In some states and areas 
this accounts for a sizable share of the 
total retail activity during the tourist 
season. A recent Curtis Publishing Com- 
pany survey—while somewhat less opti- 
mistic—places the tourist expenditures 
during the year ended March 1953, at al- 
most $10,000,000,000, including $2,000,- 

000,000 spent on short week-end trips. 
The U. S. Bureau of the Census also 
suggests that this industry is important. 
In 1948, 29,650 hotels with 1,549,823 
guest rooms plus 25,919 motels or tourist 
courts with 303,900 rental units served 
the traveling public. The receipts of ho- 
tels plus motels during 1948 totalled 
$2,368,261,000. Although many of those 
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served by such establishments are com- 
mercial travelers and permanent guests, a 
substantial portion of their total receipts 
is derived from the tourist. In addition, 
there are many tourist parties that sel- 
dom (if ever) stay at a hotel or motel, pre- 
ferring a tent, a trailer, a tourist home, a 
dude ranch, their own private cabin, or 
the home of a friend or relative. 

The period since the end of World 
War II has seen a nearly astronomical 
gain in this trade. Records of the U. S. 
National Park Service, for example, in- 
dicate that in 1954, 54,210,238 persons 
visited areas they administered, a figure 
that can be compared with 21,752,315 
visitors in 1946. In the peak prewar year 
—1941—21,236,947 visitors had gone to 
Park Service areas, although 1929 had 
seen but 6,005,683. 


Score OF RESEARCH 

With the growth in importance of this 
phase of American business, the increased 
interest on the part of the researcher 
needs no explanation. Numerous surveys 
have been made, some well planned and 
providing accurate results. Although such 
studies have originated at many sources, 
numerous studies have been made at the 
universities and colleges throughout the 
country. Frequently these studies have 
originated at or have been undertaken 
by a bureau of business or economic re- 
search. No prewar tourist studies from 
such sources have come to the attention 
of the author. However, at least 54 stud- 
ies and reports have been made by bu- 
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reaus and departments at 20 colleges and 
universities since 1947." 

The typical university tourist survey 
has covered such subjects as the place of 
origin or residence of the visitor, the size 
of the traveling party, the types of accom- 
modations desired, the average expendi- 
tures of the parties in the area, the activi- 
ties in which the tourist desired to par- 
ticipate, and their opinions concerning 
the areas visited. Some have attempted to 
define the means of transportation em- 
ployed in reaching the vacation or resort 
area or to estimate the number of visitors 
and total iourist expenditures in a given 
area. Some have investigated other sub- 
jects related to the tourist business. 

These studies have normally been de- 
voted to an analysis of one specific area. 
Frequently such surveys have been state- 
wide, as in the case of studies made in 
Washington, Michigan, Wisconsin, Ar- 
kansas, and Colorado. Others, however, 
have been devoted to a single report or 
tourist area such as the Miami Beach area 
in Florida, the Black Hills in South Da- 
kota, Glacier National Park in Montana, 
Zion National Park in Utah, or the 
Rocky Mountain National Park and the 
Pikes Peak Region in Colorado. Two 
have gone beyond the limits of the conti- 
nental United States, one covering Alaska 
and another the Caribbean. Nationwide 
studies, however, to date have not orig- 
inated at these sources. 

Although all studies mentioned in this 
paper have been made at a college or 
university, some have been undertaken 
in cooperation with or through the sup- 
port of other agencies and organizations. 


* Studies, articles, or reports on the tourist trade or 
some related activity have been published by the 
universities of Avizona, Arkansas, California, Colo- 
rado, Florida, Illinois, Idaho, Kansas, Maryland, 
Miami (Florida), Mississippi, Montana, South Da 
kota, Tennessee, Washington, Wisconsin, and Utah 
and state colleges in Michigan, Pennsylvania, and 
Washington. 


The U. S. National Park Service and the 
U. S. National Forest Service have both 
cooperated in various tourist research 
projects. In others, assistance was ob- 
tained from state or other travel or pro- 
motional agencies. Siate highway depart- 
ments have assisted in a few. Still others 
have been undertaken at the encourage- 
ment of hotel, motor court, or similar as- 
sociations. 


RESEARCH TECHNIQUES 

Definition of Trade 

Techniques employed in measuring 
the characteristics of the tourist trade 
have varied. This, in part, has been due 
to a basic problem of defining the scope 
of the universe or determining specifi- 
cally who should be classified as a tourist. 
The usual definition requires that the 
person or party be traveling for pleasure 
or recreation. At least this must be one 
factor leading to the travel. However, 
recreation and business can be combined. 
The executive who, accompanied by his 
wife and family, spends a portion of his 
time away from home on bus ness but 
the remainder secking recreation at the 
seashore or in the mountains is fre. 
quently classified as a tourist. In some 
studies, the term “tourist” is qualified to 
include only out-of-state parties or non- 
resident travelers. ‘This qualification 
probably stems from the desires of vari- 
ous advertising and promotion agencies 
to view the “new money” brought into 
their state or area, Other studies require 
only that one night be spent away from 
home seeking recreation, thus eliminat- 
ing the Sunday afternoon pleasure drive. 
One study placed an upper limit on the 
length of stay in the area at six months. 
Beyond that point, the visitor changed 
from a “tourist” to a “resident.” Before 
these studies can become of greatest use, 
an agreement on the definition of this 
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term must be reached to enable compari- 
sons between areas studied by different 
agencies. Obviously, this problem goes 
beyond studies made at colleges and uni- 
versities. 


Sampling 

Not only has it been difficult to define 
the type of travel being examined but 
the characteristic movement of the popu- 
lation under study has introduced addi- 
tional problems in the selection of a sam- 
ple. One pitfall is that the technique em- 
ployed in drawing the sample may intro- 
duce a bias by overstating the average 
length of stay in the area and other re- 
lated characteristics.* At the various uni- 
versities, several methods have been em- 
ployed to sample this traveling popula- 
tion. These include (1) sampling at the 
place of stay, (2) sampling upon entry or 
departure from the area, (3) sampling at 
places frequented within the area, and 
(4) sampling from a prepared or selected 
list. All have their problems. 

Sampling at the place of stay has been 
used in South Dakota and is included in 
studies made by Washington State Col- 
lege. The South Dakota technique con- 
sisted of providing motel operators with 
questionnaire forms which they, in turn, 
left in the units to be occupied by the 
guests. The guest was requested to fill out 


* The tourist spending a longer time in a given 
area has a greater probability of being included in 
the sample than the tourist who limits his stay to a 
short period. A similar bias may apply to samples 
based upon a registration list, visitation to a given 
place, passing selected gates, or staying in a given 
resort although probably not to the same degree. If 
an area were visited by three tourists—two staying 
one day and the third staying two days—and every 
tourist was interviewed each day, the average length 
of stay as determined by the four interviewers 
would be 1.5 days as compared with a true mean of 
1.93 days. Many of the techniques tend to be biased 
somewhat in this direction. Since the pattern of 
movement within an area tends also to vary with 
the length of stay, a simple mathematical correction 
appears impossible. 


the form which was later personally 
picked up by the operator. In the 1949 
South Dakota study, some 8,500 such 
forms were distributed with 14.0 per cent 
being returned for tabulation. The 1948 
South Dakota study obtained a return of 
11.1 per cent of g,000 questionnaires dis- 
tributed. Washington State College—in 
addition to distributing forms through 
hotels and motels—placed them with gas- 
oline companies, chambers of commerce, 
state parks, railways, air lines, and other 
businesses and organizations that came 
into direct contact with the tourist. This 
study differed from the one at South Da- 
kota in that the forms were not picked up 
but were mailed by the tourist back to 
the researcher. The method presented, 
according to the statement of the study's 
author, more than the usual number of 
chances for “leakage” since they were 
first given to primary distributors who in 
turn gave them to the tourist. A series of 
annual studies starting in 1947 at Wash- 
ington State have brought returns that 
have varied from approximately 3.5 per 
cent to 8.0 per cent. The fact that the per- 
centage returned has tended to increase 
with each annual study suggests that the 
primary distributors can and are being 
educated concerning research techniques. 

Other than the relatively low percent- 
age of returns, which in itself can intro- 
duce bias, the technique may find itself 
faced with the problem of sample dis- 
tribution. In areas where numerous tour- 
ists stay with friends or relatives, in pri- 
vate cottages or cabins, or in trailers and 
tents, many difficulties are present. In 
Colorado, for example, approximately 
one out of three tourists does not stay in 
a hotel, motor court, dude ranch, or re- 
sort. The variation in tourist characteris- 
tics by types of accommodations adds to 
this problem. The party staying at the 
first-class, ultraswank hotel may have 
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very little in common with the party stay- 
ing in the nearby tourist home or camp- 
ground. Again referring to Colorado, in 
1953 the average daily expenditure of the 
dude ranch guest was 2.4 times that of 
the camper. Undoubtedly, the inclusion 
of places other than accommodations by 
Washington State was, in part, an effort 
to overcome this problem. 

Working with the Colorado Develop- 
ment Council, the University of Colo- 
rado assisted in preparing a postcard 
questionnaire that employed a somewhat 
similar technique in 1948. One stated 
purpose of this Colorado pilot study was 
to anticipate potential complications that 
might arise during a similar survey of 
greater proportions. Possibly the fact 
that a ‘‘similar survey of greater propor- 
tions” was never made in Colorado is, 
in itself, significant. This conclusion was 
reached despite the fact that a tourist 
accommodation survey had been made in 
Colorado in 1947 giving an indication of 
the distribution of tourists between ho- 
tels, motels, and dude ranches as well as 
geographically by counties and areas 
within the state. 

The second suggested technique is that 
of interviewing the tourist upon arrival 
or departure. The Kansas University 
study interviewed the tourists leaving 
Kansas, the Arkansas study stopped them 
upon entry to the state. Obviously, the 
technique employed at Arkansas was sub- 
ject to certain limitations. At that point 
of time the tourist may not be in a posi- 
tion to answer certain questions. As a re- 
sult, the Arkansas study technique was 
supplemented by a distribution some- 
what similar to that employed at Wash- 
ington State together with a plan that 
called for giving a form to two out of 
every three tourist cars stopped at the 
point of entry. The form was to be filled 
out and returned by mail. In defense of 


the interview-upon-arrival technique, it 
should be pointed out that in various 
Colorado studies only minor differences 
were uncovered between the anticipated 
plans and actua! travel of visitors. These 
Western tourists apparently knew what 
they intended té do and tollowed these 
plans. Yet, some questions—such as those 
seeking opinions concerning the areas 
visited—are impossible with the inter- 
view-upon-arrival technique. 

In the Kansas interview-upon-depar- 
ture study, 30 stations were set up on the 
major highways leaving the state. Each 
was manned by a crew consisting of two 
flagmen, three interviewers, and a crew 
chief. A total of 10,000 out-of-state mo- 
torists was interviewed in Kansas during 
the summer of 1952 together with 6,300 
Kansas cars. Obviously, an area in which 
a sizable portion of the tourists arrived 
by rail, plane, bus, or boat would require 
adaptations of this Kansas method. Yet, 
for the area in which this was employed— 
considering the purpose of the study— 
limiting the study to private automobile 
tourists should not have presented any 
serious bias. From what is known of the 
Colorado tourist, it appears reasonable 
to assume that the great majority of tour- 
ists crossing Kansas and spending time or 
money within that state travel by private 
car. 

The University of Miami (Florida) has 
turned to a technique that calls for sam- 
pling in areas frequented by tourists. 
Quotas based upon sex and age were es- 
tablished. Interviews were spread geo- 
graphically between Miami Beach and 
the balance of the metropolitan area. 
The selection of areas for interviewing 
was based upon the density of tourist ac- 
commodations, Interviews were obtained 
in hotel lobbies, amusement areas, shop: 
ping districts, ocean beaches, and similar 
places. The total quota for the 1952 win- 
ter season sample was Soo. 


‘ 
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The 1953 Colorado study followed a 
somewhat similar technique. In a pilot 
study made the preceding year in the 
Rocky Mountain National Park, it was 
found that interviewing at well-selected 
points of tourist concentration could be 
used to give a reasonably accurate pic- 
ture of the characteristics of all tourists 
in the area. For example, interviews 
made at such selected points as Bear 
Lake or the Rainbow Curve on the Trail 
Ridge Road gave characteristic data on 
tourists that were not significantly differ- 
ent from similar information obtained 
by the National Park Service from checks 
made of cars passing through the en- 
‘trance gates. 

However, this pilot study suggested 
the need for certain criteria to be used in 
selecting interviewing points. It was nec- 
essary to place the interviewer at a point 
where it was impossible for him to select 
his sample. A tendency to include parties 


in cars from far-distant states crept into 
the sample when selection was left to the 
interviewer. A more serious difficulty was 
encountered in attempting to locate such 
concentration points throughout Colo- 
rado. Although the technique appeared 


workable in the case of the national 
parks and major national monuments in 
the state, interviewing in the then eleven 
Colorado national forests required quo- 
tas as well as area selection. Such quotas 
were based upon previously compiled 
forest recreation data. Since the Colo- 
rado study was to be statewide in scope, 
this was supplemented by interviews of 
tourists in areas not in or near a national 
park, monument, or forest. One such ex- 
ample is Colorado Springs where supple- 
mental interviewing was done in connec- 
tion with the chuck wagon dinners held 
in the Garden of the Gods. To complete 
the picture, the sample was extended to 
the eastern plains or normally nontourist 


section of Colorado. A total of 2,642 dif- 
ferent tourist parties was interviewed, 
representing 9,511 individual tourists. A 
second statewide study in Colorado is 
now being contemplated with a sample 
of not to exceed 1,500 personal inter- 
views. Previous studies indicated that 
this reduction will probably not mate- 
rially influence the results. 

Interviews in this Colorado study were 
not made by the university but by vari- 
ous cooperating agencies. These included 
rangers at the two national parks nd 
three major national monuments, guards 
in the eleven national forests, and the 
available personnel of selected chambers 
of commerce and tourist bureaus. A high 
percentage of the assigned quota of in- 
terviews was obtained in nearly every 
park, monument, and forest. However, 
despite prior agreement, a few of the 
other participating groups failed to fill 
their quota or return any interview 
forms. The result was that although the 
original sample had been constructed to 
conform with tourist density, the result- 
ing usable returns did not. 

One additional technique that has 
been employed is that of drawing a sam- 
ple from some available list. Such a sam- 
ple can only be representative of the 
master list. If the master list is not repre- 
sentative of all tourists, bias is intro- 
duced. Such lists as the inquiries of the 
Michigan ‘Tourist Council and the Col- 
orado State Department of Advertising 
and Publicity have been used. In the case 
of the Michigan study, a list of 8,000 was 
selected but reduced to 7,725 because the 
returns were illegible or came from those 
residing outside of the United States or 
who were members of the armed forces. 
On this mailing, a return of 22.2 per cent 
was obtained. This, however, was supple- 
mented in selected cities by telephone 
interviews. A grand total of 23.7 per cent 
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was obtained. In the Colorado study, a 
return of 24.5 per cent was obtained: by 
a simple mailing without the telephone 
supplement. In Wisconsin, a sample of 
2,000 fishermen was selected at random 
from 278,187 purchasers of 1949 nonres- 
ident fishing licenses giving a return of 
22.9 per cent. A second Wisconsin sam- 
ple of 1,500 out-of-state tourists who had 
registered at Wisconsin resorts and state 
parks produced a 26.1-per cent return. As 
in all mail studies, there remains the pos- 
sibility of bias due to nonresponse. 


FINDINGS 
What, if anything, has been learned 
about the tourist trade or the tourist? 


Expenditures 

Today, scattered information is avail- 
able on average tourist expenditures. In 
27 studies made since 1947 in which av- 
erage expenditures per person per day 
was reported or could be computed, a 
variation from a low of $3.49 in 1951 in 
Pennsylvania to a high of $12.38 during 
the winter season of the same year in Mi- 
ami was found, The mean daily expendi- 
tures of all 27 studies was approximately 
$7.00 per person. There is an indication 
that the average daily expenditure has 
been increasing. Nine studies made dur- 
ing the summer seasons of 1947 through 
1949 gave an average of $6.43, whereas 
ten summer-season studies made between 
1952 and 1954 resulted in a mean of 
$7.57. 

The average size of the tourist party 
has varied from area to area, Apparently 
Miami attracts a relatively small party 
with a winter or summer average of only 
2.5 persons. At the other extreme was 
Michigan where the average party in- 
cluded 3.8 persons. Of the 29 studies that 
reported information concerning party 
size, the mean was slightly less than 3.2 


persons. If this is applied to the average 
daily per-person expenditure, it can be 
estimated that the typical party traveling 
since 1947 was spending approximately 
$22.25 per day. Since some studies refer 
to small areas whereas others cover entire 
states, information concerning length of 
stay is not comparable. In 1952 in Mi- 
ami, however, the stay averaged 20.5 days 
with party expenditures totaling approx- 
imately $600. The average stay in Colo- 
rado in 1954 was 8.0 days with expendi- 
tures in the state of slightly in excess of 
$200 per party. However, a 1953 Colo- 
rado study suggested that tourists visiting 
this state also vacationed in other areas, 
with the result that roughly 60 per cent 
of their total expenditures was made in 
other states. 


Selection of Areas 

Frequently the studies have investi- 
gated the origin or state of residence of 
the tourist party. A general conclusion— 
expressed in both the South Dakota and 
Colorado studies—is that there tends to 
be a definite relationship between the 
population of the state from which the 
tourist comes, the distance that state is 
from the tourist area, and the number of 
visitors from that state. Income most cer- 
tainly is another factor. The 1953 Colo- 
rado tourist flow study indicated that 
tourists attracted to a tourist resort in the 
West tended to vary directly with the 
number of motor vehicles registered in 
that state and inversely with some power 
of the distance from that state to the geo 
graphic center of the tourist resort area 
Calculations suggested that the power 
was approximately 2.4 in 1959." 

A few scattered studies suggest factors 


* An examination of the U.S. National Park Serv 
ice records for numerous parks and monuments of 
the West suggested that this power was usually be- 
tween 2.0 and 4.5, decreasing in magnitude with an 
increase in the level of prosperity 
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that influenced the tourists to select 
given areas. The 1953 Colorado study in- 
dicated that 79.9 per cent of the visitors 
either had the area recommended by a 
friend or previously had been visited by 
members of the traveling party. Previous 
visits were mentioned by 71.5 per cent 
with recommendations of friends by 58.1 
per cent. Similarly, in Miami, 67.5 per 
cent of the parties indicated that the rec- 
ommendation of a previous visitor was a 
factor influencing the selection of this 
Florida area. In South Dakota, the rec- 
ommendation of a friend or relative 
helped influence 63 per cent of the 1948 
tourists and 55 per cent of the 1949 visi- 
tors in selecting the Black Hills. The Ar- 
kansas study of 1951 placed the sugges- 
tion of others at the top of the list of 
influencing factors, helping 41.1 per cent 
of the Arkansas tourists select this state. 
At the same time 34.2 per cent had pre- 
viously visited Arkansas. In all cases these 
factors headed the list of influences. 
Nevertheless, advertising and promo- 
tion is important. Of the 1953 Colorado 
visitors, 71.9 per cent had seen or read an 
article or advertisement or heard or 
watched a radio or TV program about 
vacationing in the Colorado Rockies. Of 
the various media, magazines lead the 
list with 55.8 per cent having seen or 
read an article or advertisement, fol- 
lowed by newspaper (38.9 per cent), 
pamphlets or direct mail (34.0 per cent), 
radio (12.2 per cent), and television 
(10.8 per cent). Since the intensiveness 
and extensiveness of use of the various 
media varied widely, the results in no 
way indicate effectiveness. The 1949 
South Dakota study suggests that 16 per 
cent of the Black Hills visitors had read 
newspaper or magazine articles and that 
7 per cent were influenced by advertis- 
ing. Miami visitors indicated that adver- 
tising was more important, with 21.1 per 


cent suggesting that newspaper advertis- 
ing was an influencing factor. At the 
same time, radio had helped 7.7 per cent 
of the tourists select Miami, while pam- 
phlets assisted 5.9 per cent. In Arkansas, 
only 7.9 per cent listed advertising as a 
reason for selecting this state for a vaca- 
tion. 

Other factors also contributed in bring- 
ing tourists into various areas. The resi- 
dence of a friend or relative in an area 
can do much to attract visitors. In Colo- 
rado, 40.6 per cent suggested that they 
visited a friend or relative, although only 
21.4 percent indicated that a Colorado va- 
cation had been suggested by this Colo- 
rado friend. In Arkansas, 42.9 per cent 
visited friends and relatives. Business 
was combined with pleasure in 15.5 per 
cent of the Arkansas trips. In the case of 
Miami, 4.8 per cent of the visitors came 
on the recommendation of a doctor. In 
many cases, it appears that it required a 
combination of several factors or influ- 
ences to produce a tourist. 

Numerous other subjects have been 
covered in these tourist trade surveys. 
Many, however, are primarily of local in- 
terest. Significant among these are the 
many suggestions received in various 
studies for making the state or area a 
more enjoyable or desirable place in 
which to spend a vacation. The criticisms 
and suggestions are today being used in 
several areas to improve tourist facilities 
and tourist service. 


Need for Further Work 


As the techniques become improved 
and as certain basic tourist characteristic 
data become better defined, additional 
information will be available. Included 
among future tourist studies will be 
those that prod deeper into selected as- 
pects of the subject. For example, addi- 
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tional research in the field of basic mo- 
tivation could be productive. At the 
same time, research could be expanded 
in the field of effectiveness of tourist pro- 
motion including the use of the pam- 


phlet. The tourist implications stem- 
ming from special events, such as the ro- 
deos of the West, might be examined. 
The work done to date has only intro- 
duced the subject. 
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A TREATMENT OF DISTRIBUTED LAGS IN 
THE THEORY OF ADVERTISING EXPENDITURE 
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ne works of Chamberlin, Zeuthen, 

Barfod, Boulding, Buchanan, Stig- 
ler, and Brems, to name a few, have led 
to elegant and logically satisfying theo- 
retical models for the determination of 
the advertising expenditure by the indi- 
vidual firm. In common, these models 
treat the effect of advertising upon rev- 
enue and upon cost as if it were instan- 
taneous and complete. At the purely the- 
oretical level this represents no great 
shortcoming. But it might be advanta- 
geous to push the theoretical analysis 
closer to realism by taking into account 
that, generally speaking, the effect of a 
given advertising expenditure on sales 
revenue is distributed over time.’ Of 
course, the effect of advertising upon 
other costs to the firm also may be dis- 
tributed over time, and it would be help- 
ful to allow for this possibility in the 
process. These are the aims of this article. 


* This is suggested by Norman S. Buchanan in his 
“Advertising Expenditures: A Suggested Treatment,” 
Journal of Political Economy, August 1942, p. 557: 
“The foregoing analysis has been carried through 
on the purely theoretical level and, as such, encoun- 
ters the familiar difficulties when applied to the 
vastly more complicated real world in which we live. 
Two limitations of this sort are particularly worth 
mentioning in any discussion of advertising. First, 
there is undoubtedly a time lag between expenditure 
on advertising and the resulting shift in the demand 
curve for the product. How long this interval will 
be will depend upon a variety of factors. . . .” 

In his Product Equilibrium under Monopolistic 
Competition (Cambridge: Harvard University Press, 
1951), Hans Brems defined what he called “interre- 
lation of demand in different periods” as the situa- 
tion in which sales in one period depends, among 
other things, upon the same parameter of action 
(price, quality, advertising) as sales in a different 
period, In his Chapter 8, Brems presented a solution 
of this case in a very general way. 
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In order to focus attention upon the 
only thing new which the author has to 
present, no attempt will be made to par- 
allel the elaborate simultaneous solu- 
tions evolved by the above authors for 
what is essentially a multivariable prob- 
lem. This article will be confined simply 
to showing how the notion of a distrib- 
uted lag can be introduced into the anal- 
ysis in question. 

That there is such a time lag appears 
well recognized by large-scale advertisers, 
especially those who are national in scope. 
The existence of the time lag also is re- 
ferred to by writers on advertising at the 
descriptive level.2 Before proceeding to 
the construction of the model it might be 
in order to consider briefly the probable 
factors making for a distributed lag in 
the impact of advertising done in one 
period upon the sales revenues over a 
succession of periods. These would ap- 
pear to be (1) the type of advertising copy 
and the media used; (2) the germination 
period for a purchase decision; and (3) 
the revenue circuit for the advertising 
firm. 

As regards the effect of type of copy, 
reference is intended to what is known 
among advertisers as indirect action ad- 

* See, for a few examples: N. H. Borden, The Eco- 
nomic Effects of Advertising (Chicago: Richard D. 
Irwin, Inc., 1952), pp. 105, 135, 197, and 140; E. T. 
Gundlach, Facts and Fetishes in Advertising (Chi- 
cago: Consolidated Book Publishers, Inc., 1931), pp. 
307 ff., especially pp. 915-16; L. C. Lockley, “The 
‘Turn-Over of the Refrigerator Market,” JOURNAL OF 
MARKETING, January 1938, pp. 211-12; C. Margolis, 
“Traceable Response as a Method of Evaluating In- 


dustrial Advertising: A Case Study,” jouRNAL oF 
MARKETING, October 1947, pp. 202-210. 
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vertising. This is particularly prevalent 
in the copy of national advertisers in the 
manufacturer-seller class. The copy is de- 
signed not to produce immediate pur- 
chases but to build up brand associations, 
favorable impressions, and so on, so that 
when later in the market or when later 
stimuli are present, potential purchasers 
will choose the product advertised. An 
extreme of indirect action copy is found 
in institutional advertising. But, as re- 
marked, most national product advertis- 
ing is of this general sort.* The influence 
of type of media on time lag is found in 
the fact that some media are perused 
long after their period of issue. A maga- 
zine issued in January may still be read 
in March, and advertisements paid for 
in the earlier period may be affecting 
the volume of sales two months later.* 

By the germination period for the pur- 
chase decision is meant the period elapsed 
between the time a potential purchaser 
first considers the acquisition of a good 
and the time when the firm decision to 
buy is made. Insofar as advertising is in- 
strumental in shaping up this decision, 
the longer the germination period the 
longer will it be before specific advertis- 
ing expenditures show their results in 
sales revenues.® 

The revenue circuit for the advertis- 
ing firm has an obvious role to play in 
imparting a time lag to advertising’s ef- 
fect on sales revenues accruing to the 
firm. This is especially true in the case of 
manufacturers who advertise preponder- 
antly to ultimate consumers. Insofar as 
consumers are thus induced to buy, the 
first effect is felt on the retail sales of out- 
lets handling the product advertised. 


* Borden, loc. cit. 

*Other media of durable nature may have this 
same effect. See Gundlach, loc. cit., for an example 
of mailed pieces keyed to indicate the time lag in 
the response of inquiries. 

* Lockley, loc. cit. 


When retail stocks have been drawn 
down and replenished, the revenues en- 
gendered at the retail level flow back to 
the wholesale level. It is not until the 
wholesalers in turn reorder from the 
manufacturer that the revenues specific 
to a given advertising outlay arrive at the 
source of that outlay.® The lag imparted 
depends upon the distributive channels 
used by the advertising firm and may 
vary through time with the state of in- 
ventories and inventory policies within 
those distributive channels.’ 

If a distributive lag is postulated, we 
may now proceed on the formal level to 
construct a model for the determination 
of the advertising appropriation. 

We shall let the symbols ¢,, ¢,, ¢,, ° 
mark points in time which coincide with 
the terminal dates of each of a succession 
of arbitrary intervals of time to be 
known as registration periods. At the pres- 
ent moment, t,, plans are under forma- 
tion for the advertising outlay to be 
made over the course of the planning 
period. This planning period encom- 
passes n registration periods, the first of 
which is t, t, and the last of which is 
te. 

As a matter of postulate, a unit adver- 
tising expenditure in any one registra. 
tion period will continue to affect sales 
revenues after the close of that period, 
We can register the impact of this unit 


* This is, of course, an oversimplified picture. The 
revenue circuit may be quite complex and varied. It 
would be quite short for manufacturers selling di 
rectly to very large retail outlets; it would be ever 
longer than indicated if jobbers intervened between 
wholesalers and the manufacturer in the distributive 
setup. Particularly long circuits exist when extensive 
consumer promotion is carried on by manufacturers 
of materials basic for fabricated goods. An advertis- 
ing executive of American Viscose Company, pro 
ducer of rayon staple fiber and yarn, complains of 
being “at least five steps removed from the all-im- 
portant consumer who buys 4 rayon garment in the 
retail store.” 

‘See A. C. Nielsen, New Facts on Marketing, Chi- 
cago, 1939, 24 
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advertising expenditure on revenue by 
observing the increment in the latter in 
each of a succession of registration pe- 
riods. The ratios among these incre- 
ments, ordered in time, will be referred 
to as the time shape of advertising’s con- 
tribution to revenue. The following 
diagrams picture three such time shapes. 


fo Ne % % % fot ty Me 


In each case, a unit expenditure for 
advertising is made in period t¢, t,. The 
height of the bar in each period is pro- 
portional to the increment in sales rev- 
enue in that period attributable to the 
unit expenditure in ¢, t,. The height of 
each bar is measured by k; hence, k for 
each period may be referred to as the 
time coefficient of advertising’s contribu- 
tion to sales revenue. The sequence of 
values of k represents quantitatively the 
time shape of the revenue contribution. 

These time shapes are infinite in pos- 
sible variety. For one thing, they may 
stretch an indefinite length of time into 
the future from ¢,. Years after the close 
of t, t,, the advertising expenditure con- 
ceivably may be making some small con- 
tribution to current revenue. We cannot 
in general put a limit on the duration of 
delayed effects. But we may take it that 
within a finite number of periods the 
value of k will become negligible for 
analytical purposes. 

A second respect in which there may 
be infinite variety among possible time 
shapes is in the ratios among the succes- 
sive time coefficients, even though they 
are the same in number. The time shape 
in this regard will be influenced by all 
the factors which make for a time lag, 
and which were discussed briefly above. 


We may suggest further that the absolute 
size of the time coefficients will depend 
in the main upon the competitive envi- 
ronment in which the firm is operating 
or expects to operate. The price policies, 
promotional policies, and competing 
products offered by other firms in the 
field will condition the values of k for the 
single firm. It is the existence of compe- 
tition in these respects that puts some 
limiting value on k; the specific value of 
k is, in large measure, established by the 
competitive milieu. 

The time shape of advertising’s con- 
tribution to revenue is taken as data in 
the model to be developed. What we 
seek is a plan analysis of the advertising 
outlay: given the promotional scheme 
and competitive environment, what de- 
termines the outlay of the firm which 
will place its advertising operations in 
equilibrium? 

We wish now to state more precisely 
certain relations between an increment 
in advertising outlay in a single period 
and increments of sales revenue. The in- 
crement in advertising outlay may be 
supposed to take place from zero expend- 
iture (as in the case of a product newly 
advertised) or from some previously ex- 
isting level of expenditure. 

Suppose that in period t,t, an incre- 
ment of Aa,, is made in advertising out- 
lay. Then revenue in ¢,t, will increase by 
the amount Aa,,*k,4,, revenue in t,t, 
will increase by Aa,,*k,,y,, and so on. 
Hence the increment in aggregate reve- 
nue generated over time, and attributa- 
ble to an increment in advertising outlay 
in t,t,, is given by (Aa,, + (Aa,, 
+ (Bag, * kits) + -.. or by Aa,, 
(ktots + + + If the sum of 
the time coefficients is denoted by aa, 
then «a is the ratio of the increment in 
aggregate revenue generated over time to 
the increment in advertising outlay made 
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in t,t,. We will designate aa as the reve- 
nue multiplier for advertising. 

Suppose there occurs an increment in 
the rate of total outlay per period, so that 
with respect to the level of advertising 
expenditure per period prior to t,, Aa,, = 
Aa,, = Aa,, = ... = Aa. And, if A de- 
notes the rate of total advertising outlay 
per period, Ay— + Aa = Aig, = = 
Aiats = ---» What will be the effect on 
the rate of total revenue per period at- 
tributable to the increment, Aa, in the 
rate of advertising outlay? 

Let us assume for simplicity that the 
values of the time coefficients following 
the third are negligible. We shall also 
have to generalize the time subscripts of 
the coefficients in the following fashion: 
k, is the time coefficient for the same pe- 
riod in which a given outlay increment is 
made, k,, for the period just following, kj; 
for the next period, and so on.* Finally, 
let us assume that the system of time co- 
efficients remains constant through time. 

A table can be drawn up to show the 
contribution to revenue over time of the 
increment of advertising outlay in each 
of a succession of periods. 


tats 


an increment in advertising outlay in a 
specified period. The increment in total 
revenue in each period can be obtained 
by adding in columns. Since Aa = Aag, = 
Aa,, = ..., the columnar sums 
can be simplified as presented. 

In the third period after the rate of ad- 
vertising outlay has increased by Aa the 
increase in the rate of revenue has 
reached its maximum value of Aa (k, + 
ky + kin). This increment in the rate of 
revenue thereafter can be maintained by 
maintaining Aa. It is apparent that the 
maximum of the increment in the rate of 
revenue always will be attained in a num- 
ber of periods equal to the number of 
time coefhicients and that, once it is at- 
tained, it can be maintained by main- 
taining the increment in the rate of ad- 
vertising outlay which initially gave rise 
to it.” 

‘The most salient feature of the table 
is that the increment in the rate of reve- 
nue finally attained is equal to the incre- 
ment in the rate of advertising outlay 
multiplied by the sum of the time coeffi- 
cients. The sum of the time coefficients 


Ba 


Ba-k, 


In each row are written the increments 
in revenue in successive periods due to 


* Thus, for Aaoy, keorr = ki kereg ete., while 
for Aaya, kerea = ki Keats ku, tc. The reason for 
the generalized time subscripts is, of course, to 
avoid such confusions as that Of key in the first 
series with keyeg im the second srics. So long as an 
incremental outlay in but one period was dealt with, 
it was practicable and—by way of introduction— 
desirable to use subscripts specific to particular 
periods. 


tats 


Aaa; 
Mas. 
Maas k, 


Ba 


*Again we must remember that the number of 
time coefficients may be large without limit. Conse- 
quently, in strict logic, the increment in the rate 
of revenue may never reach its absolute maximum 
but continue increasing so long as Aa is maintained, 
Beginning with the period in which the value of the 
time coefficient is negligible, however, the enlarge- 
ment of the revenue increment will be very small. 
Thereafter the increase in the rate of revenue will 
generally be even further retarded. 

We shall continue to neglect this refinement in 
the main body of the discussion. 


tot, tits | | tats 
Mao, Mao: ki Mao, “ 
May, * ky, Baja? 
Mars k, Mais 
Mass 


40 


THE JOURNAL OF MARKETING 


has already been designated as the reve- 
nue multiplier for advertising, relating 
the increment in aggregate revenue gen- 
erated over time to an increment in ad- 
vertising outlay in a single period. 

If As denotes the increment in the rate 
of revenue, finally attained, we can write 
Ba-aa=As as a relationship which 
holds when Aa is maintained for a succes- 
sion of registration periods equal to the 
number of time coefficients. 

The revenue multiplier for advertis- 
ing, therefore, has a dual function in our 
model: 

(1) as a relation between an increment 
in aggregate revenue accruing over time 
and an increment in advertising outlay in 
a single period; 

(2) as a relation between an increment 
in the rate of revenue and an increment 
in the rate of advertising outlay.’” 

It is instructive to treat the matter dia- 
grammatically, Let us deal with two sets 


of time coefficients, leading to two ex- 
amples: 


(1) ky = 45; ky = 3; = 1 
(2) = 2; ky = 5; ky = 1 


In each of two diagrams, then, we can 
trace out the relationships between in- 
crements of advertising outlay and conse- 
quential increments in sales revenue. 
These diagrams are presented in Chart I. 

In the first diagram the coefficients are 
as in (1) above. Similarly shaded areas re- 
late the increments in revenue in succes- 
sive periods to the specific increment in 
advertising outlay which gave rise to 


*“The revenue multiplier for advertising repre- 
sents an application of the mathematical principle 
of the convergent series to an economic phenomenon. 
The most prominent example of such applica- 
tion is, of course, the income multiplier. The 
principle of the convergent series is adapted to ad- 
vertising on the assumptions that the effect on 
revenue is prolonged, that the time shape of revenue 
response is stable, and that there are limiting values 
to the revenues generated in each of the periods 
following the advertising outlay. 


them. In the upper portion of the dia- 
gram an area of given shading represents 
an increment in aggregate revenue gen- 
erated over time. In the lower portion 
of the diagram the area of similar shading 
represents the increment in advertising 
outlay in one period which gave rise to 
it. The ratio of the two areas is, of course, 
equal to aa. Since the sum of the time 
coefficients is equal to 8, aa = 8. 

The contribution to revenue of the 
new expenditure in each period builds 
upon the residual contributions of out- 
lays in the preceding periods. This addi- 
tive effect is clearly shown in the diagram 
and may be one sense of the common 
phrase, “the effects of advertising are 
cumulative.”"" 

The cumulative effect of the incre- 
ment in the rate of advertising outlay 
(Aa = 4) reaches its peak in the third pe- 
riod, where As = 32. Thereafter As is. 
maintained at 32 so long as Aa is main- 
tained at 4. This, for increments of rates, 
is a graphic expression of the relation- 
ship aa = As. 

The construction of the second dia- 
gram in Chart I is along the same lines, 
but with time coeflicients of k, = 2, ky = 
5, and ky, = 1. 

The sum and the number of the time 
coefficients is the same in the two exar 


" Not, however, in the sense, so often used, of a 
heightened psychological impact upon the indi- 
vidual consumer due to reiteration of the advertis- 
ing message. The cumulative effect dealt with in 
this paper could occur even if any given individual 
were exposed no more than once to the message of 
any given advertiser. The origins of this effect are 
almost physical in nature: magazines lie about to 
be read later; it takes time for people to get around 
to buying; the retailer's dollar is spent and respent 
before it gets back to the national advertiser. If, 
overlaying these origins, there happens to be a 
psychological effect arising from reiteration, it would 
be shown by an increase in the revenue multiplier, 
itself, from one period to the next. Starting with a 
multiplier value of, say, 8 in the first period it might 
rise to 9 in the next, 10 in the third, and so on, until 
the reiterative effect had petered out. 
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Cuart I 


ples, but their time shape is different 
(4:3:1 as compared with 2:5:1). A com- 
parison of the two diagrams therefore 
illustrates the effect of a change in time 
shape, alone, on advertising’s contribu- 
tion to revenue. The sum of the time co- 
efficients remaining the same, the value of 
aa is unchanged; the number of time 
coefficients remaining the same, the num- 
ber of periods for As to be realized is un- 
changed. The only effect on the relation 
between rates, due to a change in the ra- 
tios among k’s, is to alter the time shape 
of the rise to As following the initiation 
of Aa, and to alter the time shape of the 
decline from As when the support of Aa 
is withdrawn. 

It will be noticed that just as an incre- 
ment in the rate of outlay has a multiplier 
effect leading to an increase in the rate 


of revenue, so has a decrement in the rate 
of outlay a multiplier effect leading to a 
decrease in the rate of revenue. In either 
case, wa predicts the ultimate change in 
the rate of revenue, and the ratios among 
the k's predict the form which the change 
will take through time. 

It may be instructive, finally, to con- 
sider the transition from one rate of ad- 
vertising outlay to another and lower rate 
of expenditure. Let us suppose, as a con- 
tinuation of the first diagram of Chart I, 
that Aa, rather than withdrawn entirely 
at t,, is thereafter reduced to Aa’ = 2 
(measured from the base A). The follow- 
ing diagram (Chart Il) deduces the con- 
sequence for revenue of this decrement 
of 2 in the rate of advertising outlay. The 


Y 
WAN 


x 


following results, working out through 
time, are evident: 


(1) The new rate of revenue becomes 

stabilized three periods following 
the reduction in the rate of ex- 
penditure. This is the consequence 
of the time coefficients being three 
in number. 
The new rate of revenue is stabi- 
lized at 16 below the previous sta- 
ble rate. This is the consequence of 
a decrement in the rate of outlay of 
2, when &a = 8. 


BY 
YW 
oA, = 2 
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(3) The new rate of revenue is stabi- 
lized at 16 above the rate repre- 
sented by S, which corresponded to 
the rate of advertising outlay A.’ 
This is the consequence of Aa’ = 
(measured from the base A) and 
= 8. 


We shall now introduce another pos- 
sible effect of the incremental advertising 
outlay. If the rate of advertising is in- 
creased, other costs to the firm may 
thereby be increased. For example, if the 
price policy of the firm is such as to ex- 
ploit advertising stimulus via an increase 
in unit sales, there will be an increase in 
total production and distribution costs 
per period due to the increase in advertis- 
ing outlay per period. The increment in 
the rate at which other costs are incurred, 
because of an increment in the rate of ad- 
vertising outlay, may be denoted by 

The relation between Aa and Ac can 


be supposed analogous to that between 
Aa and As. ‘That is to say, the effect of an 
advertising expenditure on the rate at 
which other costs are incurred may be 
distributed over time. Let the time co- 


efficients |, represent the 
time distribution of the effect on costs, 
other than advertising, of an increment 
in advertising outlay in a single period. 


™ The coincidence of the figures 16 in (2) and (4) 
is, of course, due to the particular values used in 
the example. Had the decrement from the rate es- 
tablished by Aa been but 1, the new rate of revenue 
would have been stabilized at 8 below the previous 
stable rate, and at 24 above the rate represented 
by 5. 

"It is possible that Ac=o, as it presumably 
would if the firm sought to obtain the full benefit 
from its advertising by increasing the unit price of 
a fixed supply. But for the general case we must 
allow for some positive effect of advertising outlay 
on costs other than advertising. 

Ac may conceivably be negative over some ranges; 
but it is inconceivable that it could be negative over 
all ranges, no matter how large the rate of adver- 
tising outlay becomes. 


Then Aa + + + hi .. = Ar, 
in which At (= Aa + Ac) is the increment 
in the rate at which total costs are in- 
curred, attributable to the increment in 
the rate of advertising outlay. At will be 
realized in a number of periods equal to 
the number of time coefficients, and 
thereafter will be maintained as long as 
Aa is maintained. The sum of the series 
[1 +h) t+ bla + ...] may be denoted 
by at, and referred to as the cost multi- 
plier for advertising. The concept of at 
as a relation between total cost and ad- 
vertising outlay is quite similar to that of 
ja as a relation between sales revenue 
and advertising outlay. Detailed discus- 
sion of the cost relation would simply 
parallel the earlier discussion of the reve- 
nue relationship. 

With the revenue and cost multipliers 
in mind, we may proceed with the con- 
struction of the model for the planned 
advertising outlay. All variables which 
enter into the model are considered to be 
ex ante. 

In addition to the basic postulate of a 
distributed lag, there are two assump- 
tions which will be made for simplicity: 


1. dated anticipations are single val- 
ued and held with certainty; 

. the planners neglect the time dis- 
count of future values. 


The situation envisaged is as follows. 
At t, the planners are laying plans for 
the rate of outlay to be made over the 
entire planning period t,t,. The problem 
of the planners is to find the rate of ad- 
vertising outlay which will maximize the 
profits of their projected advertising op- 
eration, We can conveniently think of 
them as taking as a point of reference the 
existing rate of outlay. For a product 
newly advertised, or for the invasion of a 
new territory, this amounts to their con- 
sidering at what rate to commence their 
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advertising expenditures. For an estab- 
lished product,’ with prior advertising 
support, this amounts to their consider- 
ing whether to increase or decrease the 
rate of outlay made prior to t,, and by 
how much. Due to the cumulative nature 
of advertising, the planners recognize 
that some time will elapse before a new 
rate, of advertising outlay will have its 
ultimate consequences for the rate of 
sales revenue and the rate of total costs. 

During the transitory registration pe- 
riods t,t, and t, something less than 
the full values of As and Ac will be 
realized. The calculations of the plan- 
ners must take these deficiencies into ac- 
count, as well as the relationships among 
the mature values of Aa, As and Ac fol- 
lowing ta. 

The increments in the rate of revenue 
for the two periods tet, and t,t, are 
given, respectively, by the following ex- 
pressions As, = As — Aa (kes + kins) 
and As,; = As — Aa- 

The increments in the rate at which 
costs, other than advertising, are incurred 
for the transitory periods are given by 
Ac, = Ac — Aa (hy + bis) 
and Ac;, = Ac — Aa: 

Hence marginal profit for the two 
transitory periods combined is 
Ap, + Ap; = 2As — 24a — 2Ac — 

Ba (ky + + Ba (ly + 

For each of the remaining periods, n-2 
in number, marginal profit is simply 
As — Aa — Ac. Therefore, the expression 
for marginal profit for the entire interval 
t,t, is 
AP — — nAc — 

Aa + + Aa (his + Zhi) 

Total profit of the advertising opera- 
tion for the entire interval t,t, will be 
placed at a maximum when A is such that 
Apyo4, becomes equal to zero. Hence the 
maximum condition is 
0 = nAs — — — Aa (ky + + 

Aa (hi + 


or substituting multiplier relations 
0 = aa — ot — Aa (ky + 
+ Aa (his +- Zhi) 


dividing by n&a 


This is the maximum condition, stated 
in terms of the relevant multipliers, when 
each multiplier is “corrected” to take ac- 
count of the fact that profits per period 
may necessarily be submaximum during 
the transitory phase following upon the 
inauguration of Aa. 

The rationale of the correction can be 
stated quite simply. aa and at are rela- 
tions between stable rates. But the in- 
crement in the rate of revenue and the 
increment in the rate of total cost do not 
become stabilized at As and At, respec- 
tively, until period t, ts. Realized incre- 
ments in the preceding periods of transi- 
tion are deficient relative to the incre- 
ments indicated by aa and at. These de- 
ficiencies, therefore, must be averaged 
over the n periods for which the rate of 
advertising is planned, and the results 
deducted from the values of @a and at, 
respectively."* 

The corrected values of the revenue 
multiplier and the cost multiplier may be 
denoted by aa’ and at’, so that 


4 
n 


and 
+ =) 
at 
n 


The maximum condition may then be 
expressed as a’ = aT’. 


on’ = 


“If only the mature values As and AT were con- 
sidered, profits per period would be at a maximum 
when Ga = at. For such periods marginal profit is 
Os ~ Ae. 

Ifo—As —Aa 
Aa + at and aa — at. 


Ac then Aa aa 
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The stability condition is aa’ S at’ 
according as Ma 2 0, since an increase in 
the rate of advertising would increase the 
rate at which cost is incurred by more 
than the rate at which revenue is re- 
ceived; and a decrease in the rate of ad- 
vertising would reduce the rate of reve- 
nue by more than the reduction in the 
rate of total cost. In either case, total 
profit for the planning period t,t, would 
be reduced. 

With values of the time coefficients 
given, &a’ approaches and at’ ap- 
proaches at as the value of n increases. 
The longer the planning period the less 
important are the correction factors in 
determining the optimum rate of adver- 
tising outlay. 


We now have the maximum condition 
and the stability condition for the rate 
of advertising outlay. The next thing is 
to find if the rate of outlay is determinate. 
We wish to find if it is reasonable to sup- 
pose that there will be some one rate of 
advertising outlay for which both conci- 
tions are satisfied. We can do this by in- 
vestigating @a and at as functions of A. 
If A is determinate in terms of these, it 
is likely also to be determinate when a 
correction factor is deducted from each. 

We may start with the relationship be- 
tween aa and A, which is conveniently 
approached through the relationship of 
S to A. Suppose for the moment that the 
general form of the latter is as follows, in 
which advertising would first experience 
increasing returns and later diminishing 
returns. 


The increasing slope of the curve as 
A increases from zero up to the point of 
inflection has some basis in fact in the 
system of quantity discounts offered by 
the media through which advertising is 
presented. As larger amounts of time and 
space are bought in these media, the 
net cost per unit to the advertiser de- 
clines. Successive equal increments of 
outlay will purchase progressively greater 
amounts of media presentation. Other 
factors, such as the psychological impact 
of reiteration, may also make for an ini- 
tial stage of increasing returns. 

But there undoubtedly is a progres- 
sive difficulty of altering the habitual 
money-outlay pattern (including the pro- 
pensity to save) of consumers in favor of 
the product of the individual firm. This 
would ultimately mean a stage of dimin- 
ishing returns for advertising. Finally, it 
must be supposed that a point can be 
reached at which any further increase in 
the rate of advertising outlay will fail to 
increase the rate of revenue at all.’ 

If this approximation to the form of 
the relationship between S and A is ac- 
cepted, an approximation to the form 
of aa as a function of A follows directly, 


A 
since Ga = x is represented by the slope 


of the curve relating S to A. The relation 
of the revenue multiplier to the rate of 
advertising outlay would be represented 
as follows. 


A 

* Cf. Edward Chamberlin, The Theory of Mo- 

nopolistic Competition, end ed. (Cambridge: Har- 

vard University Press, 1936), pp. 131-197. Chamber- 

lin does not, however, discuss the role of quantity 

discounts in his exposition of the stages of increasing 
and diminishing returns to advertising. 
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aa would rise from zero to a maximum 
value, and thereafter decline. Finally aa 
would become asymptotic to zero. 

Let us now take up the relationship of 
at to A, which is conveniently ap- 
proached through the relation of T io A. 
As A increases from zero, T will increase 
at least by the amount of A, since A is a 
cost to the firm. Thus some portion of 
the relationship of T to A will be linear 
with a slope of unity. Whether there is 
more to the relationship than that de- 
pends upon the sales policy of the firm. 
If sales policy dictates that the effect of 
an increase in A be exploited in whole 
or in part by expanding unit sales, then 
the linear portion of the relationship of 
T to A will be compounded with the re- 
lationship of A to other costs, C. 

Suppose for the moment that the form 
of the relationship of C to A is similar to 


that o: Sto A (though we shall see pres- . 


ently that this is not crucial for the anal- 
ysis). And, in any case, it must be sup- 
posed that when A becomes completely 
ineffectual in securing further increases 
in sales revenue, C, too, will become con- 
stant. The relation of T and its com- 
ponent parts to A may then be dia- 


grammed as follows. 
cosT 
TieCea) 


From this general form of the rela- 
tionship of T to A, the relationship of 
Ar 


Aa 
is the slope of the curve relating T to A. 


at to A follows directly, since aT = 


This relation of the cost multiplier to the 
rate of advertising may be represented as 
follows. 


ay 


A 


Since advertising outlay always contrib- 
utes its own amount to total cost, at will 
be asymptotic to 1. This is indicated by 
the formula for at, which can be written 
c 
asatT=1+ Aa 
We were led to investigate the general 
forms of the relationships of aa and aq, 
respectively, to A in order to ascertain 
whether A is determinate in our model. 
Let us bring together our deductions in 
the following chart. 


It is evident that the rate of advertising 
outlay is determinate at A,, in terms of 
aa and at. At the point of intersection 
which corresponds, both the maximum 
condition and the stability condition are 
satisfied. Fundamentally, the reason why 
A is determinate is that Ga is asymptotic 
to zero, whereas QT is asymptotic to unity. 
This is enough to assure that the equi- 
librium conditions for A will be satisfied 
at some point if @a anywhere rises above 
at. In other words, if it appears to be 
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profitable to plan to advertise at all, 
there will be some one rate of outlay for 
which it will be most profitable to plan. 

As aa becomes asymptotic to zero so 
does aa’, since the time coefficients in- 
volved in the correction factor also ap- 
proach zero. Similarly, as @T approaches 
unity so does at’. 

It will be noticed that the particular 
forms of aa = f(A) and at = g(A) are not 
crucial as regards the determinateness of 
A. The former may fall throughout its 


length toward zero, and the latter may 
never rise above unity; yet, an intersec- 
tion will take place which will satisfy the 
equilibrium conditions. 


Ac 


Ba may even be negative over some 


levels of advertising outlay. But so long 
as it is granted that increases in advertis- 
ing cannot go on indefinitely reducing 
other costs, at will ultimately approach 
1 and equilibrium at some value for A is 
assured. 
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COMMENTS ON OPERATIONS RESEARCH 


n her article, “Operations Research or 
I the Scientific Method,” JOURNAL OF 
MARKETING, October, 1954, Mrs. Richards 
writes: “In his recent article, ‘Application 
of Operations Research to Marketing and 
Related Management Problems’ (JOURNAL 
OF MARKETING, April, 1954), John F. Magee, 
as others before him, apparently has failed 
to understand that as a method of analysis 
operations research is nothing more than 
the application of the old and very familiar 
scientific method. In reality, operations 
research has little more distinctive to its 
credit than a different name.” 

Lest market researchers be misled by these 
remarks, and others similar to them, I 


should like to make the following observa- 
tions: 


(1) Assuming there is only one “old and 
very familiar scientific method,” it is 
apparent that the differences among sci- 
ences are not in method but in subject 
matter. Then, even if operations re- 
search employs this familiar method, it 
can still be different from marketing 
research and other areas of science, pure 
or applied, on the basis of subject mat- 
ter. Actually, this is the case. 

Operations research evaluates policy 
decisions from the point of view of the 
entire organization; it studies the whole 
system and not parts of it as is done in 
most marketing research and in account- 
ing, industrial engineering, mechanical 
engineering, and many other types of 
“management research.” It by no means 
replaces these disciplines which have 
narrower perspectives. On the contrary, 
it leans heavily on their tools and find- 
ings. But if, for example, it considers 


the question of optimum price levels, it 
does not stop with an analysis of the 
effects on sales volume but considers 
how such an effect would carry through 
the system and how one might best take 
advantage of it. It would concern itself 
with the effects on raw material pur- 
chasing and storage; production plan- 
ning and management; in-process and 
finished inventories and their storage 
requirements; cash and credit require- 
ments; warehouse locations; size and 
distribution of the sales force; etc. I 
market researchers actually take this 
broad an approach, they do not report 
the results in their literature, 

‘Toreter to scientific method as “old and 
very familiar” is to display unfamiliar- 
ity with the history of science and scien- 
tific method. We no more use the meth- 
ods of Galileo or Copernicus today than 
we accept literally the Copernican 
theory of motion of the planetary bod- 
ies. The process of drawing scientific 
inferences has undergone major revolu- 
tions. In the 1920's we went through 
one as a result of the work of Neyman 
and Pearson in statistics. This revolu- 
tion is still in process. Witness the whole 
new area of “Decision Theory.” It seems 
hardly likely that a person who thinks 
of scientific method as old and familiar 
knows and uses the work of Wald, 
Fisher, Von Neumann, E. A. Singer, 
and the other creators of new, scientific 
methods. 

There is not a scientific method. Re- 
search methods become scientific to the 
extent that they are controlled. Control 
is measurable along a continuous scale. 
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There are degrees of control and hence 
degrees to which research methods are 
scientific. Poor scientists use less control 
than good scientists but more than un- 
scientific, commonsense researchers. For 
example, the mathematical model is 
one of the principal methods of obtain- 
ing control in research because, among 
other things, it makes possible the ad- 
justment of data obtained under less 


SCIENCE APPLIED 


AWRENCE LockLey’s note in the January 
Forum gives me a chance to express 
once more my feelings about some of the 
relations between marketing and science. 
More specifically, in this case the relation- 
ship under consideration is between adver- 
tising as a marketing strategy or technique 
and science. Of course, it is possible to do a 
workmanlike job in the preparation and 
use of advertising—and in that sense to be 
“scientific.” That, however, is a far differ- 
ent thing from making a science out of 
either marketing or advertising in the sense 
that they are governed by “principles” or 
“laws.” I suggest, for example, that an ele- 
ment of surprise will continue to be im- 
portant in the successful use of advertising, 
while surprise is anathema to science. 

Lack of precision also is anathema to 
science. Without precision in the use of 
both words and concepts, ambiguity and 
lack of clarity lead to unscientific uncer- 
tainty. Lockley’s article seems to me unsci- 
entific, in this sense, in its discussion of the 
use of science in advertising, both in use of 
words and in formulation of concepts. Let 
me illustrate. 

1. Hypothesis 3, dealing with the stimu- 
lation of primary demand, carries the par- 
enthetic illustration that “the demand for 
automobile tires is derived from the de- 
mand for automobiles.” Actually, this is 
rather a case of joint demand or demand 
for a complete product. I want an automo- 
bile because I want to go somewhere—and 


than perfect circumstances. How fre- 
quently do market researchers use this 
important tool of scientific research? I 
do not know, but reports of marketing 
research display a conspicuous absence 
of such use. 

L. Ackorr 


Director, Operations Research Group 


‘Case Institute of Technology 


TO ADVERTISING 


the machine cannot serve its purpose with- 
out tires; in other words, it is not a com- 
plete automobile without tires. In contrast, 
the Ford Motor Company has a derived de- 
mand for dies for use in making auto bodies 
so that I may have a complete machine in 
which to go somewhere. 

2. Hypothesis 6 states that “primary de- 
mand can be stimulated by advertising 

. when the product’s market is directly 
expansible.” Is this supposed to be equally 
true when the expansion is obtainable 
through more intensive versus more exten- 
sive marketing and regardless of cross elas- 
ticities of demand? 

3. Under the heading of stimulating se- 
lective demand, hypothesis 4 scems to imply 
that consumer advertising shortens the en- 
tire life of a style cycle, hastening the de- 
cline as well as the rise of popularity. I 
wonder if empirical evidence bears out this 
contention. In some cases, advertising seems 
to have hastened acceptance of a style and 
then to have prolonged its fashionableness. 

4. Hypothesis 11 seems to describe com- 
plete transition from a convenience good 
to a specialty good as Copeland originally 
used the terms. After this transition has 
taken place, the item is no longer a conven- 
ience good. What is needed in this connec- 
tion is a set of measurable criteria which 
can forecast the transition, or at least state 
the conditions under which it will take 
place. 

5. Hypothesis 14 seems to imply that 
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“general consumer advertising” cannot be 
an “aggressive method of sales promotion.” 
I wonder if this is universally true. Has not 
some advertising of dairy products, for ex- 
ample, been both “general” and “aggres- 
sive’? 

6. Lockley seems to recognize only two 
“purposes of advertising”: “to call attention 
to latent wants” and “to increase the ur- 
gency of recognized wants.” I should sup- 
pose that a third purpose might be more 
important than either of these to me as a 
consumer and perhaps as profitable to the 
advertiser. This is, to make clear the ways 


in which wants, either recognized or latent, 
may be satisfied. I may have an intense de- 
sire to see the Lunts in their most recent 
play, but I may miss them entirely unless 
the advertisements tell me when and where 
they are to play. 

Perhaps, then, a first requisite to a scien- 
tific study or use of advertising might be a 
full recognition of the scope of its purposes. 
A second requisite surely is precision in the 
formulation of hypotheses to be tested and 
principles to be accepted. 

ROLAND S. VAILE 
University of Minnesota 


DRUG STORE EXPENSES AND MARGINS 


RECENT study of the expenses and mar- 
A gins of independent retail drug stores 
was made by Dr. Frank Bass of the Market- 
ing Department of the University of Illinois. 
The study was based on the operating state- 
ments of several hundred stores gathered by 
Eli Lilly & Company for the years 1948- 
1952.1 The stores are located in all parts of 
the country and in towns of all sizes. Most 
of these stores are of the conventional type 
operated by independents and have pre- 
scription departments. Very few chains and 
few, if any, self-service stores are included. 

The percentage of gross margin of a drug 
store depends to a considerable extent on 
the product mix—that is, the proportion of 
sales in prescriptions, soda fountain items, 
tobacco, periodicals, and other lines. Pre- 
scriptions must be numbered and labeled 
and, often, also compounded. This requires 
the time of relatively expensive labor. 
Therefore, prescriptions usually carry the 
highest markup of any line handled by the 
store. The percentage varies widely but av- 
erages about 45 per cent. Foods and drinks 
also require much labor but usually by 
lower paid workers. Fountain sales carry a 
higher-than-average margin. 


* Total number of reports studied was 1,838, but 
much of the analysis presented here is based on 918 
stores. 


At the other extreme, tobacco, magazines, 
and newspapers carry a lower-than-average 
margin. Markups on other lines tend to be 
a fairly uniform 33/4 per cent of selling 
price. This uniformity is brought about by 
custom, by prices suggested by manufactur- 
ers or wholesalers, and, on some articles, by 
prices fixed by the manufacturer under re- 
sale-price-maintenance contracts, 

A definite relationship was found to exist 
between the proportion of prescription 
business and the percentage of gross margin 
of the store. As the proportion of prescrip- 
tion business increased, the percentages of 
both gross margin and expenses increased. 
Expenses, however, increased at a slower 
rate so that the rate of net profit increased 
as the proportion of prescription business 
increased. As the proportion of prescrip- 
tion sales increased trom “under 25," to 
“over 40 per cent,” the gross margin of the 
store increased from 41 to 40 per cent while 
expenses increased from 25, to g1 per cent. 
Expenses tended to increase about 0.4 per 
cent for each 1.0-per cent increase in the 
proportion of prescription sales. Presum- 
ably, the same relationship exists between 
the proportion of fountain business and the 
percentage of gross margin, although data 
were not available to test this assumption. 

Two other important factors which af- 
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fect expenses are the size of the town in 
which the store is located and the changes 
in sales volume of the store. The percentage 
of expenses definitely increases with the size 
of the town. There may be no noticeable 
difference in the expenses of stores in towns 
of 2,000 compared with towns of 4,000 pop- 
ulation or between towns of 200,000 and 
250,000 population. However, there is an in- 
crease of 5 percentage points in the expenses 
of stores located in cities of 200,000 popula- 
tion compared with towns of 2,000. The 
higher expenses are apparently related to 
higher wage rates, higher costs of mainte- 
nance, and perhaps higher costs of delivery 
and advertising also in the larger towns. 
Bidding for better locations may result in a 
higher rental cost. 

It is more difficult to make a definite state- 
ment regarding the effect of changes in vol- 
ume of sales on operating expenses. When 
sales increase, some retailers hold their dol- 
lar expenses constant, and as they do so 
their expense percentage decreases. Other 
retailers are unable to hold their dollar ex- 
penses constant, and when sales increase 
their expense percentage remains the same 
or increases. On the other hand, when sales 
decrease, some dealers are able to effect cor- 
responding decreases in dollar expenses and 
some are not. Those who reduce their dollar 
expenses as fast as sales decrease hold their 
expense percentage constant. Those who 
are unable to do so see their expense per- 
centage increase. These statements apply to 
relatively small changes in sales. Most re- 
tailers can handle a small increase in sales 
without a corresponding increase in ex- 
penses; that is, the cost of handling one 
dollar of business decreases. Thus, within 


narrow limits, the retail druggist operates 
under decreasing costs. 

However, if dollar sales change by a coa- 
siderable amount, dollar expenses usually 
change. If sales increase, additional workers 
are hired and more stock and additional 
space may be needed. If sales decline, dol- 
lar expenses lag, but sooner or later the 
druggist succeeds in reducing his expenses— 
perhaps by letting some of his workers go 
or by moving into a smaller store. 

The druggist adds to or subtracts from 
his expenses in relatively large units. If 
he needs more help, he usually hires an ad- 
ditional person or at least a half-time 
worker. If his business outgrows his quarters 
and he has to secure a larger building, his 
expense probably takes a sudden and rela- 
tively large jump. This increase in dollar 
expense usually means a sharp increase in 
the expense percentage. As his sales in- 
crease further, his dollar expense remains 
fairly constant and his expense percentage 
decreases. Similarly, when sales drop, ex- 
penses may be curtailed in relatively large 
units. Insofar as it was possible to generalize 
from the available figures, $10,000 is about 
the change in sales experienced before dol- 
lar expenses change. In general, it appears 
that a druggist can handle $10,000 more in 
business before he has to hire another clerk 
or move to a larger store. On the other side, 
he will not usually discharge a worker or 
move to a smaller store until his sales de- 
cline $10,000. Speaking broadly, the drug 
business as done by the conventional, inde- 
pendent, service retail druggist is one of 
constant costs. 

Pau D. Converse 
University of Illinois 
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IDENTIFYING PROBLEMS OF HUMAN 
RELATIONS IN RETAILING 


ECAUSE retailing is predominantly per- 

sonal service, it involves a tremendous 
variety of personal contacts by retail work- 
ers with merchandise resources, customers,, 
and fellow employees. More than in most 
other forms of business, the successful op- 
eration of a retail store depends upon ef- 
fective face-to-face relationships with the 
outsiders upon whom the continued success 
of the business depends. This customer rela- 
tionship introduces a new dimension into 
the study of the human structure of indus- 
try.! 

In general, store managements have given 
comparatively little attention to the nature 
of these personal relationships or to the 
means by which they might be improved, 
preferring to concentrate on merchandising 
and operating problems and _ procedures. 
Usually, the major impetus for better work- 
ing relationships has come from personnel 
executives, and they often are seriously 
handicapped by their own inability to im- 
prove the techniques used by their job su- 
periors. As noted in a Fortune study of com- 
munications in business, the term “human 
relations” has generally applied only to re- 
lations below the rather vague level called 
“management.” Unfortunately, this would 
seem to be going at the problem backwards.? 

This has had at least three important re- 
sults: 

1. The gradual decline of selling service, 
and the failure of retail salespeople to in- 
crease their productivity. Considerable at- 
tention has been given to this problem in 
recent years, though there is not evidence 
of enough constructive action to change the 
downward trend. There is increasing real- 
ization that salespeople need more help in 
finding real personal satisfaction in their 


‘Whyte, William Foote, Human Relations in the 
Restaurant Industry (New York: McGraw-Hill Book 
Company, Inc., 1948), p. 19. 

> Whyte, William F., Jr., and the Editors of For- 
tune, Is Anybody Listening? (New York: Simon and 
Schuster, 1952), p. 111. 


jobs and more opportunity to be creative 
in their daily work. 

Obviously, there have been other con- 
tributing factors that do not directly con- 
cern human relations; yet, it does seem 
probable that this loss in selling effective- 
ness would not have extended so far if bet- 
ter personal relationships in stores had been 
maintained, 

2. Frequently, a low level of employee 
morale. Probably, this is noticeable to many 
customers and makes the store a less pleas- 
ant place in which to shop than it other- 
wise could be. 

3. A failure to attract many desirable 
young people into retail work. It seems 
evident that a substantial number of high 
school and college graduates with talent 
for and interest in retailing are discour- 
aged from entering or continuing in it be- 
cause of unsatisfactory working relation- 
ships—of their own, of friends, and of rela- 
tives. 

The lack of sufficient interest in a prob- 
lem which to many epitomizes the major 
difficulty of the retail field may seem difh- 
cult to understand. Probably, it derives 
from the major enthusiasm of the typical 
retailer for things as opposed to ideas; his 
age-old function as a trader who attempts 
to huy merchandise as cheaply as possible 
and to sell it at a profit; and his mistaken 
conception that the people who work for 
him can be handled in much the same way. 

The climate in which retailers work has 
been interestingly described by the late Dr. 
Henry Pasdermadjian: “The world of re- 
tailing seems to be in many respects the 
world of the ephemeral, and this has ex- 
ercised an influence on the atmosphere of 
the department store and on the outlook of 
its top managers. There is perforce a natural 
tendency on the part of top management to 
be concerned with the immediate rather 
than with the more distant, and this is not 
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a situation most suitable for executive selec- 
tion and building.”* 

The problem of improving face-to-face 
relationships is, of course, not a feature 
unique to retailing. It did not have its ori- 
gin in retailing and is not necessarily any 
more aggravated here than elsewhere. Yet, 
as the quotation above indicates, the condi- 
tions of retail operation call more frequent 
attention to it. Failures in internal com- 
munication or evidences of poor employee 
morale are likely to be more apparent to 
the customers of a store than is the internal 
functioning of the plant in which the mer- 
chandise was produced—even though the 
latter may operate far more poorly. 

The solution to this problem is, of course, 
not a simple one. It involves not only a 
change in philosophy by heads of many re- 
tail stores, but also a detailed indoctrina- 
tion of the purposes and techniques of ef- 
fective human relations for thousands of 
supervisors who provide the immediate con- 
tact with most employees in retail stores. 
Obviously, these people need to learn the 
techniques of effective human relations as 
practiced anywhere in business, but they 
need also to understand some of the special 
problems that retailing provides. In the re- 
mainder of this article, an attempt is made 
to identify and to describe briefly the areas 
of stress in retailing that are to some degree 
unique and which seem to be reasons—or at 
least excuses—for so much of the conflict 
that exists in retail stores. 


Distinctive Types of Stress in Retailing 


There are at least six definite areas of 
stress that make retailing difficult from a 
personal viewpoint. These are not neces- 
sarily unique to retailing, for certainly most 
of them exist elsewhere. ‘The important dis- 
tinction is that these critical areas are of 
sufficient importance and frequency in re- 
tailing to present special problem areas and 
thus call for our attention here. 

1. Need for many immediate decisions. 


* Pasdermadjian, Henry, “The Problem of the 
Higher Executives and Its Causes,” p. 13. Interna- 
tional Association of Department Stores, Geneva, 
Switzerland, October 1953. 


There is a need to make a large number of 
immediate judgments at all supervisory 
levels under pressures of time, lack of pri- 
vacy, and proximity to the people con- 
cerned. A common example is a decision on 


-a merchandise return. When the salesperson 


brings the merchandise to the service man- 
ager or to the buyer, she is often accompa- 
nied by the customer who overhears the en- 
tire conversation and probably puts in a 
few remarks of her own before it is com- 
pleted. The person who is asked to make the 
decision needs to weigh store policy, prec- 
edents, supervisors’ reactions, and expedi- 
ence in holding customers while she makes 
a judgment with all of the interested parties 
watching. 

There is a certain similarity here to the 
baseball umpire or basketball referee who 
makes his decisions surrounded by people 
who are absolutely sure they know better 
than he how the decision should have been 
made and feel quite free to tell him so. 

2. Easy identification by others of one’s 
mistakes. Salespeople, cashiers, and others 
on the selling floor work in situations where 
mistakes are immediately apparent and may 
quite possibly be misinterpreted by custom- 
ers as attempts at dishonesty. Inadvertent 
shortchanging or miscounting of merchan- 
dise can lead to most difficult situations. In 
other businesses, contacts with customers 
are often made under more favorable cir- 
cumstances, and the actual work of count- 
ing the merchandise and counting money is 
handled elsewhere—olten with less pressure 
and less likelihood of error. There is some- 
thing of the atmosphere of working in a 
fish bowl, with people watching one’s every 
move which does not occur in most other 
kinds of business. 

3. Lack of clear operating policies. There 
is a lack of clearly formulated policies and 
methods of procedure to indicate what store 
managements wish done at all lower levels. 
For example, buyers are told that they must 
cut markdowns, but at the same time they 
are expected to make whatever concessions 
are necessary to keep customers from com- 
plaining. Sometimes, they have the feeling 
that whatever they do, some superior will 
find fault with it. 
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This problem is, in part, explained by 
the very nature of retail work and the fact 
that store managements feel that many de- 
cisions must be made as the problems arise. 
This has been well expressed in these words: 
“Compared with other markets, the retail 
market is characterized by a high degree of 
mobility and instability. The reactions of 
the market, and especially of the competi- 
tion, are very rapid and often instanta- 
neous. This fosters the feeling that an op- 
portunity missed today cannot easily be 
made good tomorrow, the feeling that the 
first to take an initiative will be the one tc 
profit by it even if competitors follow suit 
rapidly, but this advantage will be short- 
lived because other events, other develop- 
ments follow in quick succession.”* 

It seems reasonable to believe, though, 
that there are many kinds of decisions that 
can be formalized as store policy, and it is 
in this area that improvements seem par- 
ticularly desirable. 

4. Failure to take a long-range view. In- 
stead of seeing the long-range view of the 
business, there is a concentration on day-to- 
day matters and “decision by crisis” which 
obscures long-range planning. Often, deci- 
sions are made for tomorrow's or next 
weck’s business. This means that action 
must be taken immediately, and any time 
lag to think the matter through may mean 
that action is too late. 

5. Failure to protect employee status. 
There is a failure to protect the status of 
employees both in the eyes of customers 
and higher executives. To tell salespeople 
that “the customer is always right” and then 
to contradict them in front of customers, or 
to accede to a customer's request that is ob- 
viously unreasonable, is damaging to the 
dignity of an employee.® 

There is also a typically American prob- 
lem which has come about partly through 
the rapidly shifting social structure we have 
created, As one sociologist has expressed it, 
the work satisfactions of many salespeople 
come from their close relationships with 
customers rather than with their fellow 


*Ibid., p. 12. 
* Beckley, Donald K., “The Social Status of Retail 
Selling,” Stores, January 1954. 


workers. To an extent, some salespeople 
borrow prestige from customers; as one sales- 
person said, “I like most meeting the public 
and becoming associated with the type of 
customer with whom I come in contact. The 
majority of my customers are very high 
type; they are refined and cultured.” 

There is, on the other hand, the reverse 
situation in which salespeople find their 
personal contacts with customers of slight 
satisfaction and feel that the class differ- 
ence is accentuated by the sharp and de- 
pressing contrast between home and store. 
As one salesperson has expressed it, “You 
work among lovely things which you can't 
buy; you see prosperous, comfortable peo- 
ple who can buy them. When you go home 
with your [low pay] you do not feel genteel 
or anything but humiliated.”® 

When these conflicting emotions about 
customers are heightened or confused by 
the lack of support within the store in deal 
ing with these customers, the whole prob- 
lem of status is intensified. 

6. Difficult physical requirements. Al- 
though there are many other kinds of busi- 
ness in which people need to be on their 
feet a large percentage of the time, the phys- 
ical requirements of retailing present spe- 
cial problems because of the constant con- 
tact with customers. Being pleasant and 
courteous under all kinds of conditions is 
all the more difhcult when one’s feet hurt. 
As a result, the physical demands of store 
work need to be listed here as another of 
the critical areas. Subjects that could be 
handled conversationally quite readily at 
10:00 a.m, sometimes present areas of bit- 
ter argument at 5:00 p.m. 

An identification of these problems of hu 
man relations in retailing is only the first 
step in improving the situation, Yet it is an 
important step, and the classification which 
has been presented here is offered in the 
hope that it will stimulate further thought 
on this subject. 


Donan K. Breckiey 


Prince School of Retailing 
Simmons College, Boston 


* Mills, C. Wright, White Collar (New York: Ox- 
ford University Press, 1951), pp. 172-174. 
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A SALES COMPENSATION PLAN FOR A 
MACHINE-TOOL COMPANY 


PECIAL problems encountered in the 

marketing of machine tools and other 
capital goods make difficult the develop- 
ment of a satisfactory compensation ar- 
rangement. This article describes a sales 
compensation plan recently instituted by 
my company, a manufacturer of precision 
internal grinding and boring machines. 

The market the company serves is limited 
primarily to companies in the metalwork- 
ing industry whose products require the 
precision finishing of holes. Customers are 
found primarily in the automotive, aircraft, 
ordnance, appliance, and machinery indus- 
tries. Although the market for Bryant ma- 
chines is worldwide, sales are concentrated 
in the twelve major metalworking states 
and in such foreign markets as Canada, 
Europe, Japan, and South America. 

Bryant's sales engineers cover the areas 
of highest market potential, and agents are 
utilized in domestic markets of small po- 
tential and in all foreign markets.’ Bryant 
salesmen are trained engineers, since the 
selling of precision grinding and boring 
machines requires a thorough knowledge 
of metalworking production and of the ma- 
chines and their operation. The sales force, 
augmented by a crew of technically trained 
service engineers, is responsible not only for 
the initial operation of the machines in the 
customer's plant but also for later service 
requirements, 

Until the end of 1953, the company’s sales 
engineering staff was compensated by a 
commission plan based on individual per- 
formance.? As the end of the Korean War 
approached, serious defects in this method 


* For a discussion of the establishment of market 
potentials, see F. E. Hummel, “Market Potentials 
in the Machine Tool Industry—A Case Study,” jour- 
NAL OF MARKETING, Vol. XIX, No. 1, July 1954, pp. 
34-4). 

* There was a guaranteed annual salary which 
served as a “floor” if commissions did not reach that 
level. 


of compensation became evident and it was 
apparent that changes were needed. 

A number of factors inherent in the ma- 
chine-tool industry and in Bryant's particu- 
lar product and market characteristics must 
be taken into account in arriving at a satis- 
factory compensation plan. The major fac- 
tors are as follows: 


1. Machine-Tool Cycle 


Historically, the demand for machine 
tools has fluctuated widely, and Bryant has 
experienced even wider fluctuations than 
the machine-tool industry as a whole. This 
situation results from the fact that the com- 
pany has produced a single type of machine 
tool (boring machines were not introduced 
until 1954), and internal grinders are used 
by only a small part of the entire metal- 
working industry. As an example of Bry- 
ant’s sales fluctuations, shipments increased 
over 600 per cent in two years after the start 
of the Korean War. The highly cyclical na- 
ture of company sales affects the design of 
any sales compensation plan. 


2. Product and Market Characteristics 


Boring and grinding machines are spe- 
cial-purpose machine tools which are en- 
gineered and designed to perform specific 
operations on long production runs.* The 
market consists primarily of large manufac- 
turing establishments in a relatively small 
number of metalworking industries. With 
such specialized products and a relatively 
limited market, there are times when sales 
results do not refiect the salesman’s efforts. 

A few examples will illustrate this point. 
During the Korean emergency, new defense 
plants were located and equipped in regions 
which previously had a limited sales cover- 
age. Orders were received from these plants 
primarily because of the company’s engi- 


* In contrast, general-purpose tools are designed to 
do multiple operations for relatively short produc- 
tion runs. 
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neering ability and reputation for precision 
machines rather than as a result of a sales- 
man’s efforts. At times, a salesman may have 
few sales in spite of conscientious and able 
efforts, owing to a concentration of indus- 
tries in the territory which are not at the 
moment purchasing capital equipment. A 
man in another area may receive a much 
greater volume for the same effort because 
certain industries in his area are purchasing 
new machines for expansion or moderniza- 
tion. This situation comes about because of 
the nature of the demand for machine tools 
—the demand is derived from the demand 
for capital and consumer goods. 

Still another example involves the trans- 
fer of personnel having control over capital 
equipment purchases. Within a multiplant 
company, a buyer in plant A has been 
“sold” on the company’s machines by sales- 
man X; the buyer is transferred to plant B 
in another territory and salesman Y receives 
an order largely because of the previous ef- 
forts of salesman X. Thus, much of the 
time, sales are not in direct proportion to 
salesmen’s efforts and ability. A compensa- 
tion plan must consider these factors. 


3. Unequal Territories 


Another factor influencing the design of 
a compensation plan is the inequality of 
market potentials among territories. Market 
potentials, expressed for each territory as a 
percentage of the United States market, 
vary from a low of 5.1 per cent to a high of 
14.6 per cent, with an average for all terri- 
torics of 8.3 per cent. 

Territories were established with extreme 
care—taking into account the market poten- 
tial, number and frequency of calls by in- 
dustry and size of company, transportation 
facilities, topography, expense control, and 
other factors. However, the concentration 
or diversification of certain user industries 
among areas makes the market potentials of 
the various territories unequal. A compen- 
sation plan designed to be equitable for all 
salesmen must allow for the unequal sales 
production possibilities of the various ter- 
ritories. 


4. Inflexibility of Sales Force 


Since the products of the company are 
specialized, single-purpose machine tools 
which require individual customer sales 
and engineering analysis, there are times 
when a sales engineer—because of his partic- 
ular skill, a temporary load in one territory, 
or a permanent shift in market potential- 
must be sent into another territory. A 
straight commission plan of compensation 
causes difficulty in such cases. 

For example, a salesman may have two 
or more large customer programs in the 
process of study at the same time, with each 
program requiring several days of study. In 
order to have the engineering analysis of 
the various programs made quickly, a sales- 
man from another territory should be sent 
in to help. A question then arises as to how 
the two salesmen should be compensated. 


5. Split Commissions 


Another problem inherent in capital 
goods selling on a straight commission ba- 
sis concerns split commissions, The ques- 
tion arises primarily when sales are made to 
the government or to multiplant organiza 
tions, particularly in defense periods when 
a number of manufacturers are producing 
the same or related parts. An order may 
originate at a plant in one territory, but the 
machine is shipped to a plant in a second 
territory. Both the salesman who originates 
the order and the salesman who supervised 
the installation, service, and proper fune- 
tioning of the machine are entitled to com- 
pensation for their services. It is common 
practice in the industry, in such situations, 
to split the commissions, Just how much 
each salesman should receive, however, is 
difheult to determine. 

With the above factors in mind, Bryant 
first developed specific objectives for a new 
sales compensation plan. A number of plans 
were then analyzed to determine the one 
which most nearly accomplished the follow- 
ing desired objectives:* 


*Some of the listed objectives conflict, in some de- 
gree, with others. This is an unavoidable situation. 
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1. To provide a measure of incentive 
over the complete range of company 
sales volume. 

To keep salesmen’s earnings in line 
with other company personnel and to 
do so without imposing a ceiling on 
salesmen’s earnings. 

To allow for the fact that sales volume 
is not always proportionate to indi- 
vidual effort. 

To be in line with the competitive 
wage structure in the machine-tool in- 
dustry. 

To aid in recruiting and retaining 
competent sales personnel. 

To allow sufficient flexibility so that 
salesmen and/or territories can be 
changed with ease and with minimum 
effect on salesmen’s earnings. 

To overcome any inequities resulting 
from unequal market potentials among 
territories. 

To limit or minimize split commis- 
sions among salesmen. 


The new compensation plan provides for 


a salary plus a commission based on total 
company volume. Four groups have been 
established for compensation purposes. Each 
salesman is classified into one of the four 
groups on the basis of experience, ability, 
and job function. The four groups are: 


Group A_ Sales Trainees 

Group Salesmen 

GroupC  Salesmen and District Managers 
Group District Managers 


Salaries and commissions are paid as fol- 
lows: 

Salary—A guaranteed base salary is paid 
to all salesmen. Salaries increase from Group 
A to Group D, and a range of salaries is 
provided for each group so that salesmen 
can be further classified within a group. 

Commissions—Commissions are paid to 
all salesmen and are based on the total an- 
nual sales of the company. Commissions are 
figured in “steps”; a specific dollar commis- 
sion is provided for every one-quarter mil- 
lion dollars of Bryant’s annual net sales. 
Separate commission schedules have been 


developed for each of the four groups. The 
commission paid is the same for all men 
within a group. At any “step” of company 
volume, Group A always has the lowest dol- 
lar commissions and Group D the largest 
dollar commissions. 

As company volume increases by “steps” 
of one-quarter million dollars, the dollar 
commissions for each group increase. In 
order to take into account the cyclical sales 
fluctuations of the company, to provide for 
a measure of incentive, and to control sales 
costs in high volume years, the commissions 
paid vary throughout the entire range of 
sales volume. Changes in commission are 
made for each group at $714, $13, $1814, 
$2414 and $30 millions of company volume. 

Let us assume a series of hypothetical 
commission rates for one group (company 
policy prohibits publication of actual rates). 
This group’s dollar commissions are in- 
creased by a fixed amount (assume $50) for 
every quarter million dollars in annual 
company sales volume between $0 and 
$7,499,000. As company volume exceeds 
$7,500,000, a higher dollar commission is 
paid for every quarter million dollars up to 
a volume of $13,000,000 (assume this rate is 
$75 per “step”). At this latter volume, the 
rate again increases (assume $100 per 
“step”’). 

This system is designed to provide an in- 
centive for the sales force to push sales to 
higher levels. However, to control costs and 
keep salesmen’s earnings in line with other 
company personnel in high-volume years, 
the increases in dollar commissions are 
lower after a volume of $18,500,000 is 
reached (assume $70 increase per “step”). 
Rates are reduced again at $2414 and $30 
millions (assume $55, and $40, respectively). 
Note that, although the rates per step de- 
crease, the total dollar commissions paid 
continue to increase. 

Thus, each salesman has a schedule for 
his group. The schedule shows actual dollar 
commissions that will be paid to him at any 
specific level of company volume.’ These 


*It is a simple matter to pay commissions monthly, 
although the rates are designed on an annual basis. 
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commissions increase continuously, yet at 
varying rates as described. 

This compensation plan of salary plus 
commissions on total company volume, 
which was put into effect January 1, 1954, 
seems to meet our objectives. First, the sal- 
ary and commissions are designed to yield 
an annual income comparable to other ma- 
chine-tool manufacturers. Second, the plan 
automatically achieves the objective of per- 
mitting salesmen to help one another with 
no problem of compensation involved. 
Third, it eliminates the problems created 
by unequal market potentials and split com- 
missions. Fourth, it eliminates “windfall” 
profits. Finally, the commission schedule, 
with its decreases in rates after $18,500,000 
of company sales volume, achieves the meas- 
ure of control desired. Sales compensation 
is kept in line with other company employ- 
ees. This control has been achieved without 
instituting a ceiling on income. 


At the end of each month during the year, the sales- 
man is paid on the basis of what is due him for sales 
volume to date minus what he has already received 
during the preceding months. 


The major consideration is naturally the 
degree of incentive provided. Does the plan 
provide sufficient incentive to produce a 
top selling job? Since the plan was intro- 
duced, inquiries and orders produced by the 
sales force have run at anticipated rates, 

It should be pointed out that the plan 
does provide a measure of individual in- 
centive. If a salesman does a good job, he 
will be upgraded into a higher group. 
There is also an incentive for the group to 
pull together to increase sales and commis- 
sions. Our sales force is composed of an ex- 
tremely loyal and competent group of tech- 
nical men who have a decided interest in 
the company and are aware of its operating 
problems. The company feels that the new 
plan provides sufheient incentive for our 
sales force to perform at top efhciency, while, 
at the same time, circumventing many of 
the problems encountered under a commis- 
sion plan based on individual performance. 


Francis HUMMEL 


Bryant Chucking Grinder Company 
Springfield, Vermont 


PRICE STRUCTURES OF ANTIBIOTICS 
IN ILLINOIS 


HE marketing of antibiotics has become 
ie important feature of the drug busi- 
ness within a relatively short period of time. 
Their rapid market growth presents an in- 
teresting and unusual opportunity for study 
by the student of business. ‘This study con- 
cerns itself with the price structure of cer- 
tain antibiotics in the State of Illinois. 

Since antibiotics are sold in many forms 
and sizes, it was necessary to sample those 
which are being widely prescribed by phy- 
sicians. Interviews with physicians and drug- 
gists resulted in a list of 16 antibiotic items 
which are commonly prescribed and which 
may be considered to be representative of 
this field. 

The prescription list was divided into 


three categories: penicillins of 100,000 units, 
penicillins of 200,000 units or more (heavy 
concentrates), and mycins. 

Price data were ‘* cured through (1) cor- 
respondence with the manufacturers of the 
products selected, (2) price lists used by 
wholesalers,' and () interviews with phar- 
macists throughout the state (with respect 
to retail prices). 

‘The sample of retail stores and hospitals 
was determined by applying the cluster 
method to both the downstate area and Chi- 
cago. All communities containing at least 
one drug store or hospital were plotted on 


* See the American Druggist Blue Book, 1954 edi- 
tion. 
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a state map; units were grouped by tens 
into clusters; and the clusters to be used in 
the sample were then selected by the use of 
random numbers. 

A total of 245 successful interviews with 
registered pharmacists was obtained.” These 
were distributed among four groups of es- 
tablishments as follows: 155, independent 
stores with fountain, 61 independent stores 
without fountain, 16 chain stores, and 13 
hospitals with dispensaries. 

Based upon variance tests, the price dif- 
ferentials of both categories of penicillins 
were not significant as to store types, but 
this factor was of some significance for the 
mycins. We may conclude from the price 
data collected, therefore, that price differen- 
tials were not primarily the result of store 
types.® 

Within store types, the standard devia- 
tions showed a wide variation, although 
no consistent pattern could be detected. 
The gross margin percentages also showed 
some variation as indicated in Table I. 


by doctors and are not sold by brand name 
to consumers, pharmacists can meet the 
competitive aspects of the market by op- 
erating on a low gross margin. Manufactur- 
ers sell at uniform prices and suggest low 
markups. Although wholesale prices for 
penicillin sold by large manufacturers are 
fairly uniform, small producers may sell 
either above or below this level. 

In the case of the heavy-concentrate peni- 
cillins, a wider gross margin was noted. 
These penicillins have distinctive properties 
and are marketed under brand names. In 
this group, there were no fixed patterns of 
prices either at the manufacturers’ level, or 
at the retail level. The prices of this group, 
therefore, reflect some degree of product 
differentiation further strengthened by the 
use of manufacturers’ brands. : 

With respect to the mycins, which were 
the most extensive group from the stand- 
point of size of the product line, a wide 
variation in gross margins was also noted. 
A number of pharmaceutical houses market 


I 
AVERAGE Gross MARGIN FOR 16 PRESCRIPTION ITEMS 


Independents 
with without 
fountain 


Antibiotic groups 


Range of Gross Margin by Type of Store 


Independents 
Hospital 
Chains dispensaries 


fountain 


Penicillins (2) 
Heavy-concentrate penicillins (2) 
Mycins (12) 


Per cent 
48-54 
49-71 
29-74 


Per cent 
48-54 
34-48 
37-600 


Per cent 
46-51 
32-49 
38-61 


The 100,000-unit penicillins showed a 
narrower range of gross margin than the 
other two groups. This might be caused by 
the intense competition in this field and 
the lack of assurance on the part of manu- 
facturers that their share of the market 
could be maintained if prices move too far 
out of line. Since penicillins are prescribed 


* The total number of retail drug outlets in Illi- 
nois is 3,167. Approved hospitals number 454, many 
of which do not dispense antibiotics. This accounts 
for the small hospital sample. 

* Of the 16 prescription items, 1 of the 4 penicil- 
lins and 5, of the 12 mycins were significant at the .o5 
probability level. 


these antibiotics, which presumably have: 
distinctive qualities, under brand names 
and advertise their merits to physicians. 
This group is generally known as “the 
broad-spectrum types” since they are used 
to treat a wide variety of infections. Al- 
though it would be in error to say that their 
prices were stable, it was noted that the 
leading manufacturers charged uniform 
prices for their competitive mycins. In a 
few cases, where products were relatively 
new or had not been widely prescribed, 
there might be some departure from this 
policy. However, the variations in retail 


= 

Per cent 
26-51 
36-62 
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margins (the high-volume retail outlets 
showed a range of 25 percentage points) in- 
dicate that the price structure is not rigid.* 

Retailers purchase antibiotics either from 
drug wholesalers or directly from manufac- 
turers. One manufacturer sold only through 
wholesalers, while others used wholesalers 
whenever possible. The prices charged re- 
tailers by either wholesalers or manufactur- 
ers were the same for the same quantities. 
Since price is the same, it does not make any 
difference to the retailer which source of 
supply he uses except for the factor of con- 
venience. A small retailer may find, for ex- 


* According to the American Druggist, the inde- 
pendent retail druggist was the principal dispenser 
of prescriptions. 


ample, that he can get supplies more quickly 
from a wholesaler when he has an emer- 
gency call. However, in the larger cities of 
the state, manufacturers’ salesmen call upon 
retailers regularly to obtain orders. 

Retailers secure a price advantage only by 
means of quantity discounts which are es- 
tablished by manufacturers, For example, 
12 or 16 tablets of penicillin cost more per 
tablet than in 100-tablet lots. In the study, 
the saving on each prescription ranged from 
5 to 25, cents depending upon the cost per 
unit. All shipping charges were absorbed 
by the supplier. 


R. D. 


University of Illinors 


BUSINESS AND BEHAVIOR RESEARCH 


ie this scientific age, we are all impressed 
and awed by the achievements of mod- 
ern research. Radioactive tracers, mechanical 
hearts and lungs, wonder plastics, and trans- 
continental pipelines are spectacular exam- 
ples of the rapid, steady progress of recent 
years in physics, chemistry, medicine, engi- 
neering, and the other natural and life sci- 
ences. 

It is an old story that our knowledge 
about people lags far behind our knowledge 
about things. Industrial relations, interna- 
tional relations, economic behavior, and 
government and intergroup relations are all 
considered to be extremely important, but 
they are highly controversial and “unscien- 
tific” fields of study. 

What is not an old story is the remark- 
able progress made in the last decade or so 
in applying modern research techniques to 
problems of human relations and human 
behavior. Highly fruitful research has been 
conducted on such problems as: What tech- 
niques are effective in communicating ideas? 
What makes a successful work group? What 
makes a good leader? How can tensions be- 
tween groups be reduced? How do attitudes 


of consumers and businessmen affect busi- 
ness conditions? 

Although the progress that has been made 
in the scientific study of human behavior 
is impressive in comparison with the stand- 
ards and achievements of a decade or two 
ago, it is far overshadowed by the large 
tasks that lie ahead. A major obstacle to 
further progress in the immediate future is 
the inadequacy of communication between 
some of the groups whose cooperation is €s- 
sential to rapid progress in the study of 
human behavior. 

Probably the most important gap in com- 
munications is that between researchers who 
are engaged in general or “basic” research 
and those persons who are concerned with 
day-to-day operations of going organiza- 
tions. The first group is comprised mainly 
of persons in universities and privately 
supported research organizations. The sec: 
ond includes those  persons—researchers, 
executives, and managers—who are respon- 
sible for the operations of business, govern- 
ment, labor, and voluntary organizations. 

' There is too litthe opportunity for each 
group to learn about the other's problems 
and accomplishments. The scientists en- 
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gaged in general research often lack famil- 
iarity with urgen:, current, practical prob- 
lems and with the improvised but often 
effective methods being used to meet some 
of these problems. The people in operating 
organizations often lack familiarity with the 
results of behavioral research, with its pos- 
sible applications to organization problems, 
and with its limitations. 

As a result, much good research in so- 
cial science is not fully utilized in op- 
erating situations, and research is not 
always directed to the most significant 
problems. The scientist feels that his efforts 

‘and achievements are not as fruitful for so- 
ciety as they might be, while those persons 
responsible for managing organizations do 
not receive all the help which they might 
get. 

Another, and important, result of inade- 
quate understanding between these two 
groups is that financial support for general 
or “basic” research on human behavior is 
quite limited. Figures from the National 
Science Foundation and other sources show 
that about thirty times as much money is 
being spent on scientific research and de- 
velopment in the physical and life sciences 
as is being spent on research and develop- 
ment in the social sciences. Research in the 
social sciences is often expensive; it may re- 
quire observing, testing, and interviewing 
large numbers of people by skilled profes- 
sional workers. If the users and potential 
users of behavioral research findings had a 
better understanding of both the potential- 
ities and the problems of good social science 
research, they would be willing to give more 
adequate financial support for this kind of 
research. 

The interrelated problems of inadequate 
communication and inadequate financial 
support led to the establishment in 1952 of 
the Foundation for Research on Human 
Behavior. The idea for the establishment 
of a foundation to help mobilize financial 
support and build a working partnership 
between scientists and practitioners grew 
out of the experience of the Institute for 
Social Research at the University of Mich- 
igan. Social scientists there had experienced 


at first hand the inadequacy of communica- 
tions and of financial support. They knew 
that other social scientists had similar 
problems and that progressive leaders in 
business and other organizations were look- 
ing for ways to bring behavioral research to 
bear more directly on the problems of so- 
ciety. 

In June 1953, the W. K. KeHogg Founda- 
tion made a three-year commitment of 
$206,000 to the Foundation for Research on 
Human Behavior for the purpose of under- 
writing the major costs of establishing the 
Foundation as an effective, self-supporting 
agency. In the fall of 1953 a small staff was 
recruited, At the beginning of 1954, the 
Foundation undertook a series of seminars 
designed to bring business and research 
people together to discuss current research 
on human behavior and its applications to 
management problems. 

The subject, “Psychological Surveys in 
Business Forecasting,” was discussed at two 
two-day seminars early in 1954. The semi- 
nars were attended by top executive and 
staff personnel of 35 major business con- 
cerns. Also present were the researchers who 
directed the studies of businessmen and con- 
sumers undertaken by the McGraw-Hill 
Publishing Company, Dun & Bradstreet, 
and the Survey Research Center. 

In the lively seminar discussions, the po- 
tentialities and the limitations of available 
psychological data about consumers and 
businessmen were explored. Businessmen’s 
expectations about sales and employment 
were found to be useful for forecasting one 
or two quarters in the future, provided ex- 
perience of the past quarter or so is also 
taken into account. Consumers’ purchasing 
plans, their attitudes about business condi- 
tions in general, and their feelings about 
their own financial positions and prospects 
in particular were shown to be good indi- 
cators of future purchases of automobiles 
and durable goods. Estimates of these psy- 
chological indicators of business activity for 
the rest of 1954, which seemed relatively op- 
timistic in the economic gloom early in the 
year, were subsequently borne out by expe- 
rience. 
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The same subject was explored further in 
three one-day working group meetings, 
which were held in August 1954, in New 
York and Ann Arbor, and again in two one- 
day meetings in November. The results of 
up-to-the-minute studies of consumers and 
businessmen were reported in these meet- 
ings, and the analysis of these series of stud- 
ies was carried beyond the conclusions of 
the winter seminar. 

While this series of seminars and working 
group meetings was concerned mainly with 
forecasting, a number of interesting side- 
lights on the behavior of consumers and 
businessmen came out of the discussions. 
Information on consumer indebtedness, for 
example, showed that debts are more closely 
associated with middle-income families, with 
the family’s position in the “life cycle,” and 
with expected increases in income, than 
they are with distress and emergencies. It 
was also found that price changes, whether 
up or down, tend to discourage consumer 
spending. The “saturation” of a market ap- 
pears to depend on consumers’ attitudes to- 
ward particular products and style changes 
at least as much as it depends on past pur- 
chases. 

Future seminars will be further con- 
cerned with the attitudes, motivations, and 
behavior of consumers, and reports on re- 
search now under way will deal with such 
problems as how consumers form their opin- 
ions about saving and spending and the 
causes of changes in economic attitudes and 
spending patterns. 

Topics of other seminars held in 1954 
were “Leadership Patterns and Organiza- 
tional Effectiveness,” “Training of Foreign 
Nationals in the United States,” and ““Train- 
ing in Human Relations Skills.” The 
Foundation publishes reports of its semi- 
nars. The report of the seminars on “Psy- 
chological Surveys in Business Forecasting” 
and reports of the working group meetings 
on the same subject are already available. 
Other reports will be available soon. 

The Foundation’s seminar program has 
been an important means of demonstrating 
both the potentialities of and the need for 
social science research. A number of corpo- 


rations, convinced of the importance of 
giving greater support to basic research on 
human behavior, are now making substan- 
tial contributions to the Foundation for 
this purpose.' Grants already made or un- 
der consideration by the Foundation are in 
two general areas: economic behavior and 
human relations in industry. A third major 
area of interest to the Foundation is the 
communication of ideas between organized 
groups. Grants are made only for quantita- 
tive, problem-oriented research which prom- 
ises to be of value both in operating situa- 
tions and in the advancement of basic 
scientific knowledge of human behavior. 

Early in 1955, a series of meetings was 
held, attended by outstanding social science 
consultants and by representatives of con- 
tributing companies, to review the seminar 
program of 1954 and to advise the Founda- 
tion on areas that would be the most fruit- 
ful for future seminar topics and for the 
support of research, 

The appeal of the Foundation's program 
to business does not rest on philanthropic 
grounds. Research sponsored by the Foun- 
dation is valuable to contributors not only 
because it is directed at problems of concern 
to all organizations but also because con- 
tributing companies actively participate in 
the process of defining research problems, 
in studying the possible application of ex- 
isting research,’and in planning new re- 
search. Out of this type of cooperative ef- 
fort, important scientific and practical re- 
sults may come which complement but do 
not supplant research programs now car- 
ried on by individual companies. 

IRVING MoRRISSETT 
Foundation for Research on 

Human Behavior 

Ann Arbor, Michigan 


*Since all of the Foundation’s educational and 
administrative expenses are paid out of the grant 
from the W. K. Kellogg Foundation, all funds now 
being received from contributors are available for 
the cooperative support of research. Companies con- 
tributing to research through the Foundation are 
Standard Oil Company (New Jersey), Procter & 
Gamble, Inland Steel Company, B. F. Goodrich 
Company, Crown Zellerbach Corporation, Ansul 
Chemical Company, and Detroit Edison Company. 
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SOME CHARACTERISTICS OF RETAIL 
COMPETITION IN CANADA 


HE first years of the twentieth century 
witnessed the development of large- 
scale merchandising! in Canada. In the first 
instance, there was the marked growth of 
large individual retail establishments such 
as the department store? which combined 
the sale of many commodities under one 
roof. In the second place, there evolved the 
multi-unit chain store organization® operat- 
ing on a local, sectional, and sometimes na- 
tional scale. These large distributors grew 
at a rapid rate, and by 1930 chain and de- 
partment stores accounted for 31.2 per cent 
of the total retail business transacted in 
that year. Independent store owners, faced 
with these aggressive mass distributors, cried 
out that the latter would quickly monopo- 
lize all of retail trade and many economists 
feared that the small independent mer- 
chant was on his way out.‘ 
Have these fears in fact been realized? 
Have large-scale retailers been able to mo- 


nopolize the distribution of consumer goods 
in Canada? ‘Table | compares the sales vol- 
ume of independent, chain, and department 
stores for the years 1930, 1941, and 1951. It 
is immediately apparent that independents, 
far from losing their share of the total, have 
in fact increased their proportion of sales 


* We are concerned here with merchandise trade; 
it is the author’s opinion that the service industries 
are unique and should be examined in a different 
conceptual framework. 

* For census purposes, Canadian department stores 
are defined as stores carrying a general line of ap- 
parel such as suits, coats, dresses, furnishings, and 
piece goods; house furnishings such as furniture, 
floor coverings, and curtains; linens; household ap- 
pliances; and housewares, These and other merchan- 
dise lines are normally arranged in separate sections 
or departments. 

"A chain store organization is defined as a com- 
pany operating four or more units in similar or re- 
lated kinds of business. 

‘For example, in 1934, the Royal Commission In- 
vestigation of Price Spreads in Canada publicized 
the highly skewed distribution of sales of Canadian 
retail stores and warned that the government would 
not tolerate the development of monopoly or quasi- 
monopoly in retail trade. 


from 68.5 per cent in 1930 to 74.8 per cent 
in 1951. 

To a certain extent, it is legitimate to 
compare directly sales made by these three 
groups because department stores compete 
with virtually all other retailers, and many 
chains have diversified their stock to a large 
degree. Nevertheless, because these per- 
centages are aggregative figures, they do ob- 
scure some pertinent facts. Table Il shows 
the distribution of sales of nine commodity 
groups by department, chain, and inde- 
pendent stores for 1941 and 1951. We note 
that the bulk of consumer goods continues 
to pass through the hands of independent 
retail merchants. Table III indicates the 
percentage of total sales made by chain 
stores for 15, selected kinds of business.® In 
several trades—particularly meat markets, 
shoe stores, lumber and building material 
dealers, appliance and radio stores, restau- 
rants, and drug stores—their proportion has 
decreased since 1990. 

We see therefore that, although large- 
scale merchandising as typified by depart- 
ment and chain stores continues to play an 
important role in Canadian marketing, 
most of our retail trade is still carried on by 
independents. Yet, in theory, the large-scale 
establishment has all the advantages. Why 
then have Canadian “independent” retail- 
ers been able to compete so effectively? 

One obvious limit to the growth of large- 
scale distributors in Canada lies in the geo- 
graphical dispersion of our population. The 
basis of chain store strength—in fact, the 
foundation of its success—is its ability to 
show a large sales turnover for each branch. 
In many Canadian cities the market for con- 
sumer goods is large enough to support 
large retail stores. On the other hand, there 
is simply not enough purchasing power in 
rural municipalities to make the operation 
of chain and department stores profitable. 


* The proportion done by “independents” in each 
trade can be obtained by subtracting from 100. 
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I 
CANADIAN RETAIL TRADE BY Tyre « oF STORE 


Volume of sales a Per cent of ri 
Number of stores in millions of dollars total sales 


1930 1941 1951 1930 1941 1951 1930 1941 $1951 


All stores 125,003 137,331 151,626 , 3,440 100.0 100.0 100.0 
Independents! 116,379 128,816 142,883 é 2,420 68.8 703 748 
Chain stores 8,476 8,011 8,094 . 643 , 18.3 18.7 16.7 
Department stores 148 504? 649 7 377 12.9 11.0 8.5 


' Includes two- and three-unit multiples. 
2 Includes mail order offices since 1941 


Source: Census of Canada: 1930, Vol. X; 1941, Vol. X; 1951, Vol. VIL. 


Taste Il 
DISTRIBUTION | OF Commopity G GROUP SALES BY Ty PE OF STORE 


Chain par 
stores stores 


Commodity group 1941 1951 1941 1951 


Per cent of total sales 

Total, all commodities F 18.7 . 70.3 
Men's and boys’ clothing and furnishings. 26.4 . 11.1 - 62.5 
Women's, misses’, and children's apparel 

Dry goods and notions 5.. 36.7 
Shoes and other footwear ‘ J . 3. 51.8 
Drugs and drug sundries 75.3 
Electrical appliances and supplies . ; 20. 20. 59.9 
Radios, record players, and equipment. . 67.4 
Furniture. . . 3. 3. 53.0 
Jewelry, silverware, clocks, and watches. . ’ . y 5. 53.6 


Source: Census of Canada: 1941, Vol. X; 1951, Vol. VII. 


Ill 
(CANADIAN CHAIN STORE SALES ASA PERCENTAG E OF Toran SALES 


Kind of Business 19. 0 " 


Grocery and combination re ; 30. 4 
Meat markets 

Variety stores. . .. 93.6 
Men's and boys’ clothing and furnishings 
Family clothing 

Women's apparel and accessories 


21.1 


Appliance and radio” acs 33.6 
Restaurants, cafeterias, and eating places* 

18.6 


23.2 


Lumber and building materials 


* Not available. 

» Based on data compiled from consolidated reports and may not check exactly with 1951 which is based 
on data received for each individual outlet. 

© Excludes refreshment booths and stands. 


Source: Census of Canada: 1930, Vol. X; 1941, Vol. X; 1951, Vol. VIL. 


63 
Department = 
stores 

- All 
stores 
74.8 100.0 

61.4 100.0 

53.6 100.0 

35.2 100.0 

47.7 100.0 

79.2 100.0 

60.5 100.0 

66.3 100.0 

549 100.0 

58.5 100.0 

1941 1951 
30.5 33.6 
5.8 3.9 

86.9 84.1 
12.1 12.8 
18.5 21.6 
13.2 17.7 
37.2 34.6 
° 25.6 21.2 

5.3 8.1 

40.6 24.1 

11.6 7.1 
18.6 12.6 
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In 1951, 58.3 per cent of Canada’s chain 
store trade was carried on in cities with a 
population of 30,000 and over, although 
within these cities chains accounted for only 
19.8 per cent of total sales. It is significant 
that, with the exception of grocery and 
combination stores, the chain proportion 
within specific trade groupings is consider- 
ably less than half (see Table IV). 


Tasie IV 


CuHain Store SALes AS A PERCENTAGE OF TOTAL 
Saves Canapa’s Four Laraest Cities? 


Kind of Pusiness 


1951 


Grocery and combination. . . 

Men's and boys’ clothing and furnishings. . . . 
Women's apparel and accessories 

Shoe 

Furniture, appliance, and radios 

Drug and health appliances 


' Montreal, Toronto, Winnipeg, and Vancouver. 
Source: Census of Canada: 1951, Vol. VII. 


Another important limitation of depart- 
ment and chain store organizations is the 
_ burden of diseconomies associated with the 
expansion of any one individual firm. These 
diseconomies are too well known to merit 
detailed discussion, but one point is of par- 
ticular interest in this context. In retailing, 
the basic reason for the eventual rise in av- 
erage costs is the fact that there tends to be a 
growing burden of control and su ervision. 
As a firm grows, the use of all factors of pro- 
duction is increased, that is, all but top 
management. Ultimate authority and re- 
sponsibility are not divisible. This is of spe- 
cial significance where chains are concerned, 
since one of the major objectives of their 
management is to work out and put into 
effect policies which serve to keep the enter- 
prise (frequently dispersed over a wide 
geographical area) adjusted to changing 
local conditions. 

It is, however, in the very nature of the 
competitive process between retail estab- 
lishments that the most important factors 
which seem to guarantee the continued ex- 
istence of the small shopkeeper are to be 
found. When department and chain stores 
first started to expand, many merchants 


were intimidated and demoralized. Never- 
theless, it was not long before the more 
energetic among them adopted the competi- 
tive practices of these large merchandisers. 
Cleaner and more cisborate premises were 
built; better window displays and more ef- 
ficient inventory controls wer: adopted; 
and, with the rapid growth of finance com- 
panies, they were able to provide credit fa- 
cilities similar to those of very large firms. 
As a result, the efficiency of the smaller store 
was improved. 

There remain two major advantages 
which large retailers have by virtue of their 
size, large-scale buying and advertising. Yet, 
here also, some independents have fought 
back by combining together in order to 
secure the economies of bulk purchasing 
and advertising. In previous years, this type 
of voluntary organization appeared to be re- 
stricted to three kinds of business: grocery 
stores, general stores, and drug stores. How- 
ever, voluntary chains are now spreading to 
other trades. In 1951, there were 144 auto 
accessory, tire, and battery shops and 125, 
hardware stores belonging to group-pur- 
chasing associations. 

One of the fundamental difficulties faced 
by chain store merchandisers is that certain 
product lines do not lend themselves to 
standardization and the use of definite price 
schedules. Where this is possible, as with 
grocery-combination stores variety 
stores, chains have been markedly success- 
ful. However, this type of mass merchandis- 
ing is not equally adaptable to all kinds of 
business. When individual customers have 
to be satisfied and where multiple price sys- 
tems exist (such as arbitrary cash discounts 
and trade-in allowances), unit managers are 
at a serious competitive disadvantage com- 
pared with the independent merchant. 

It is sometimes stated that the economies 
associated with large-scale merchandising 
must eventually resolve themselves into 
lower prices if very large firms are to im- 
prove their position. Insofar as the classical 
ideal of perfect competition (where the 
lower price would be the deciding factor) 
is not realized in the real world, these econ- 
omies are of limited advantage. We do not 


= 

43.5 
19.7 
24.0 
38.6 
31.3 
20.1 
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know how extensive resale price mainte- 
nance and other artificial restrictions are 
in Canadian retailing, but there can be 
little doubt that they are important.* Even 
where there is price competition, it is the 
author's opinion that consumers frequently 
do not possess the degree of information, 
mobility, or initiative necessary for it to be 
effective. Furthermore, even if all prices are 
known and the consumer has the necessary 
initiative, there is so much product dif- 
ferentiation in retail trade that many com- 


* The Canadian Combines Investigation Act was 
recently amended and, as of December 29, 1951, 
manufacturers or other suppliers are forbidacn to 
require or induce any other person to resell an ar- 
ticle at a specified price or at not less than a mini- 
mum price. However, despite this legal proscription, 
there is some feeling that it is still practiced to a cer- 
tain degree. 


modities are exceedingly difficult to ap- 
praise. We are all aware of the important 
variations within such groupings as house- 
hold furniture, cosmetics, jewelry, clothing, 
etc., that are due to differences in work- 
manship, stvling, materials, and numerous 
other factors. This introduces an element 
of nonprice competition which is of out- 
standing importance in retail trade and 
upon which the smaller and frequently 
higher price merchant depends for his live- 
lihood. In these cases, competition between 
retailers ultimately depends upon enter- 
prise differentiation and the personal rela- 
tion between owner and customer. 


Morais S. SEGALL 


Dominion Bureau of Statistics 
Ottawa 
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Revisions and lew Series) 

27. Storage 

28. Teaching of Marketing 

29. Theory of Marketing (including Competi- 
tion) 

30. Transfer of Legal Possession 

gi. Transportation 

32. Wholesaling 

33. Unclassified 


1, ADVERTISING 


1.1 Newspapers: Lagging Downtown, New Life 
in Suburbs. Business Week, February 5, 
1955» P- 134. [R-H.] 

Although more than 85, per cent of the na- 
tion’s 55 million newspaper circulation comes 
from big cities, the real industry growth can be 
seen in the suburban area around these cities. 
‘The ABC yearly average for all newspapers in 
the nation’s top ten downtown areas shows a 
slight circulation increase from 1945-1954 (4 per 
cent), while the gains in the surrounding suburbs 
have been about 65 per cent since 1945. 

These circulation trends have fostered two in- 
dustry developments. One has been mergers and 
joining of chains by more downtown papers in 
an attempt to resist the pressure of higher costs. 
This raises fears about news monopoly. Witness 
Kansas City Star antitrust suit. The trend toward 
fewer papers in the bigger cities is indicated by 
the fact that in 1945, 91.6 per cent of the United 
States cities have daily papers with no competing 
publishers and in 1954, 94 per cent. In 1945, 14 
states had no cities with daily newspaper com- 
petition, in 1954, 18 states. In 1945 there were 76 
publishing chains, while the recent figure is 95 
with more than 480 papers accounting for 45 per 
cent of total daily circulation. 
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The other development has been the growth 
of suburban papers, starting anew or changing 
from weeklies to dailies in response to popula- 
tion shifts and need for community expression. 
This means increased competitive pressures in 
the downtown newspapers. The circulation pic- 
ture by major cities follows, with some varia- 
tions, the pattern in total average daily net paid 
circulations of the downtown newspapers and 
the suburban papers. The downtown papers in 
1945 were 16,325,352 and in 1954—16,971,381; 
while suburban papers grew from 1945—899,557 
to 1954—1,478,872. 

More detailed examination of papers in sev- 
eral metropolitan areas shows the shifting circu- 
lation and advertising in favor of suburban 
newspapers. A case study of the Daily Tribune in 
Royal Oak, Michigan (a suburb of Detroit), illus- 
trates the small-town newspaper boom. 


1.2 Problemas Economicos Dos Jornias e Re- 
vistas de Portugal e Os Seus Leitores. Sal- 
viano Cruz, A Revista De Pesquisas Eco- 
nomico-Sociais, Vol. Il, September 1952, 
PP- 303-319. [L.B.] 

While readership surveys are commonplace in 
the United States, they have only recently been 
initiated in Portugal. This article discusses a 
survey made in Lisbon and Porto to measure 
readership of newspapers and magazines in order 
to provide information on the size and composi- 
tion of the audience for both advertising and 
editorial purposes. 

In the case of every publication measured, 
women lag far behind men in readership, but 
wide variations by social class are also found in 
the audience for each publication. The majority 
of newspaper readers questioned report they 
read a paper daily. 

The author points out that advertisers in Por- 
tugal have been handicapped by lack of informa- 
tion as to the number and kinds of readers a 
given newspaper can offer and argues that some 
leading publications have achieved an undue 
share of advertising revenue through political 
prestige rather than on the basis of their reader- 
ship. He criticizes Portuguese advertising agen- 
cies for being mere agents of the publishers in- 
stead of defending the interests of their clients. 
He looks forward to increasing competition for 
advertising revenue between the press and radio. 
Further readership surveys are being made on a 
periodic basis. It must be noted that no detailed 
information is provided on the size or planning 
of the sample or on the details of the research 
method. 


1.3 Manufacturers To Spend 3.1% of Sales on 
Advertising in "55. Industrial Marketing, 


January 1955, p. 62. [R.1.] 


Industrial Marketing survey of 257 companies 
reveals that 76 per cent of the companies expect 
their sales to rise during 1955. The average rise 
predicted was 14 per cent, and 56 per cent of the 
advertisers said they would increase their budg- 
ets. The average budget increase was 21.8 per 
cent. 

On the average, industrial companies plan to 
spend 3.1 per cent of their sales on advertising. 
In similar surveys the figures were: 1954, 2.2 per 
cent; 195%, 2-§ per cent; 1952, 2.2 per cent; 1949, 
2.0 per cent. Median for 1955 was 2 per cent. A 
table showed the variations by types of industria! 
products. 


1.4 NIAA Budget Study Shows How Industries 
Spend Ad Money. /ndustrial Marketing, 
February 1955, p. 100. [R.1.] 


A study of 432 industrial advertisers showed 
they spent 41 per cent of their advertising budg- 
ets on business papers in 1954 compared with 8 
per cent in 1949; 1§ per cent was spent on cata- 
logues in 1954 and 19.4 per cent in 1949. Table 
shows allocation among media and also expendi- 
tures on advertising as percentage of sales by in- 
dustries (12). 


2. AREA ANALYSIS 


2.1 Los Angeles Marketing Atlas. Research De- 
partment, Los Angeles Chamber of Com- 
merce, 1954, 256 pp. $67.50. [J.B.s.] 

This is a looseleaf marketing guide covering in 
great detail—by maps and statistics—all of Los 
Angeles County and its 46 incorporated cities, 
211 communities, and 4,080 square miles. It is of 
value to anyone concerned with analyzing the 
complex Los Angeles area from a marketing 
standpoint as well as for investment or other 
business purposes. 

There are 120 pages of three-color maps show- 
ing detail normally found on conventional street 
guides—plus (a) shopping centers or concentra 
tions of retail stores; (b) the boundaries of all the 
county's 793 census tracts; and (c) the areas 
zoned for industry. 

In the statistical section is a detailed tabula- 
tion of all census tracts, arranged numerically, 
showing: (a) the location of the tract in the map 
section; (b) the total population in 1950 and as 
estimated for 1954; (c) the total number of dwell- 
ing units in 1950 and as estimated for 1954; (d) 
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the 1949 family income level; (e) per cent of 
persons under five years and over sixty-five years 
of age; (f) per cent of persons Negro; (g) per cent 
of persons Spanish white; (h) per cent of dwell- 
ing units occupied by owner; and (i) per cent of 
‘dwelling units built before 1919. 

The retail trade section shows, by type of out- 
let, the dollar volume of retail sales and the num- 
ber of stores for: (a) Los Angeles County as a 
whole by quarters since 1949; (b) for all the coun- 
ties in Southern California for the grd quarter of 
195%; and (c) each of seven tax areas within Los 
Angeles County by quarters starting with the grd 
quarter of 1953. All these data are based on sales 
tax reports of the California State Board of 
Equalization, supplemented by estimates of 
nontaxable sales by the Research Department of 
the Los Angeles Chamber of Commerce. These 
retail sales data by areas within Los Angeles 
County are the only official information of this 
type that has been available since the 1948 Cen- 
sus of Business. 

The atlas also includes an interesting section 
on popular sources of economic and marketing 
information about the Southern California area. 


2A. AREA ANALYSIS: RETAIL TRADING 
AREAS 


2A.} Retailers’ Problem: Reviving a Sick Old 
“Downtown.” Business Week, January 15, 
1955» P- 42. [RH] 

United States merchants are planning a re- 
vitalization of lagging central shopping districts 
not only to keep their customers from going to 
the flourishing suburbs but to protect their real 
estate investment. The National Retail Dry 
Goods Association announced a vigorous plan- 
ning program aimed at the rehabilitation of 
downtown areas. Many cities have ambitious ur- 
ban development plans in process; a number of 
projects have been stimulated by the Housing 
Act of 1949 (liberalized in 1954) which offers fed- 
eral aid in clearance of blighted areas for rede- 
velopment. 

Many of these plans appear inadequate—some- 
times piecemeal reforms work at cross-purposes. 
For example, Houston embarked on an expan- 
sion of downtown parking garages but could not 
keep pace with increasing auto registrations and 
the construction of speedways to funnel still 
more cars downtown. In response to the growth 
of downtown auto traffic, some observers think a 
network of cheap, accessible, fringe-parking fa- 


cilities linked to downtown by bus is one answer. 
This is being tried in Boston. 

Two studies of urban and suburban shopping 
habits, one by Boston University and the other 
by Ohio State University, provide some evidence 
to suggest the importance of public transit and 
other factors which puts the parking problem in 
a broader context as only an aspect of larger 
problems of “urban renewal.” 

City planning experts are approaching this 
problem in several ways: 


a) Get the people in and out of the downtown 
area quickly by: 

improving public transit 

building parking garages 

improving traffic flow on existing streets 

putting expressways around town for traffic by- 
passing city 

putting speedways into city for traffic heading 
in and out 


b) Give the city back to the people by design- 
ing downtown shopping centers for foot traffic 
only, separating pedestrian and vehicular traffic 
where possible. 

c) Use the land properly and for the purpose 
to which it is best suited, although it is necessary 
to recognize this is a complex problem with diffi- 
culties of land value and zoning of urban real 
estate. 

d) Rebuild the slums that constrict the center 
of city. And there is no suggestion that housing 
projects for low-income families is a desirable 
approach. 


Shoppers like downtown areas—the university 
studies show—because of the wide array of prod- 
ucts offered and the range of sizes, colors, and 
prices. Shoppers tend to go to their local shop- 
ping districts for convenience items and to down- 
town areas for shopping items. One study 
showed the more style involved the more the 
downtown area is preferred. 


3. BIBLIOGRAPHIES 


3.1 Marketing, Guida Bibliografica. Giuseppe 
Ratti, Comitato Nazionale per la Produt- 
tivita, September 1954, 16 pp. [t.B.] 


This excellent bibliography on marketing 
draws heavily upon familiar American sources 
but includes also many references to European 
texts and articles. 
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7B. CUSTOMER ANALYSIS: ULTIMATE 
CONSUMERS 


7B.1 Spending Reverts to 1940 Pattern. Busi- 
ness Week, March 5, 1955, p- 98. [R-4.] 


The proportion of disposable income absorbed 
by fixed charges and required expenditures such 
as food, mortgage interest and repayments, in- 
stallments, and rent has returned to 1940 levels. 
What's left over is roughly called “discretionary 
income.” 

Harold Dorsey, of Argus Research Corpora- 
tion, found that the uncommitted portion of dis- 
posable income (after “required expenditures”) 
in 1940 came to 48.6 per cent. In 1946 it was 54.9 
per cent, then slowly turned down until 1954. 
This leftover amounted to 46.9 per cent. 

What is the significance of this finding? It 
means that the area of consumer free choice is 
diminishing; his power to spend or withhold 
income is reduced. It also means that in the face 
of such commitments consumers confronted with 
an economic downturn would have to cut back 
purchases. Sensitivity to income change has in- 
creased. However, as long as disposable income 
keeps rising, this curtailment is unnecessary. 

The figures shed some light on the subject of 
discretionary spending and are, therefore, of sig- 
nificance to businessmen. The disposable income 
of an average family of four persons was $4,412 
in 1940 and $6,244 in 1954 (in 1954 prices). But, 
allowing for required expenditures in those 
years, this difference becomes an additional $804 
(in constant 1954 dollars) available for discre- 
tionary spending in 1954 than in 1940, which is 
not as encouraging to marketers as the improve- 
_ ment appeared at first glance. 

Actually, consumer fixed commitments are not 
fully disclosed by the Argus figures for housing, 
repayment of installment debt and food. In the 
46.9 per cent that was theoretically left over in 
1954 for the discretionary spending are several 
commitments such as insurance premiums and 
transportation. 

Consumers appear willing to mortgage future 
income in responding to package deals on in- 
stallment plans offered by business. Coupling 
these commitments with a high savings rate 
makes it look like tougher selling may be en- 
countered in some markets. For example, ap- 
parel and shoe expenditures before the war ac- 
counted for about 10 per cent of disposable 
income and today they are about 7 per cent. 


8. FINANCING 


8.1 Consumers Stick to the Cuff. Business Week, 
March 12, 1955, p- 72. [R-14.] 


The Federal Reserve Board reported that the 
total consumer credit outstanding on January 
$1, 1955 was $29.7 billion, which is only slightly 
below the December record of $90.1 billion, This 
represented a lower rate of decline for that sea 
son than usual. 

Other items of interest from the FRB report 
were: 

Installment credit, which was $22.4 billion, is 
unseasonably close to December and $600 mil- 
lion higher than in January 1954. 

Auto installment credit outstanding at Janu 
ary 31 was $10.5, billion, which is higher than De- 
cember rather than showing the usual seasona 
decline. 

Installment credit outstanding for other con- 
sumer goods including electrical appliances was 
$5.6 billion, a less-than-seasonal decline from De- 
cember 41. 

Repair and modernization installment loans 
were at $16 billions, which is a $42-million de- 
cline from December to January compared with 
a $:4-million decline one year ago. 

Personal loans with installment repayment 
were almost $4.8 billion on January $1, which is 
$448 million higher than at that date in 1954. 

Charge accounts at January 1 were $3.2 bil- 
lion, which is $223 million higher than on the 
same date last year. 

Noninstallment loans at January g1 were $7.2 
billion, which followed the normal pattern by 
declining almost as much ($410 million) as usual 
from December. 


16C. MARKETING OF SPECIFIC GOODS 
AND SERVICES: MANUFACTURED 

CONSUMERS’ GOODS 
16C.1 The Trend to Straights Quickens. Busi- 
ness Weck, January 22, 1955, p. 42. [R.4.] 

Total sales in the distilled spirits industry 
have been declining; in 1954, sales of legal 
whiskey distilleries were 6.2 per cent below the 
1953 figure. The two chief problems were gains 
made by bootleggers and the high federal excise 
tax. 

According to the ranking of brands on the 
basis of cases sold in 1953 and 1954, it is appar- 
ent that blends suffered the greatest decline— 
about 12 per cent. Of the nine brands of all 
types of whiskies that declined, eight were 
blends, including the top-selling brands. The 
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blends market share fell from 46.7 per cent to 
42.5 per cent in 1954 (1949—66.2 per cent). 

In sharp contrast to this is the growing share 
of the whiskey market going to straights. In 1949, 
8.7 per cent of the total liquor consumption was 
in straights; by 1953, it was 19.2 per cent; and in 
1954, 21.2 per cent. 

It was also seen from the 1954 record that there 
are now more important brands selling at a rate 
of over 600,000 cases a year. The gap between the 
leaders and the minors is diminishing as in ciga- 
rettes. 

Other liquors as a percentage of total liquor 
consumption have grown in market share from 
12.2 per cent in 1949 and 17.4 per cent in 
1953 tO 20.1 per cent in 1954 to the detriment of 
domestic whiskey sales. It is estimated that boot- 
legged liquor sales reached about 1go million 
gallons in 1954 which is about one quarter of 
legal sales. 

Competition in the coming year is expected to 
be tougher, 


16C.2 Cigarettes in '54. Business Week, January 
8, 1955, p- 58. 

Production and sales in the cigarette industry 
continued to decline in 1954 for the second con- 
secutive year. The total of cigarettes consumed in 
1954 was $71 billion (about 4 per cent less than 
195%) which comes at the end of a steady growth 
over the last 21 years. Peak per-capita consump- 
tion of 125, packs a year occurred in 1952, but this 
figure had fallen to 114 packs in 1954. 

Some of the major developments in the indus- 
try in this year of changes were: 


a) Among the minor-brand manufacturers’ 
market, shares were changing. For example, 
Brown & Williamson moved up to fourth place 
by increasing its market share from 6.6 per cent 
in 1953 to 9.1 per cent in 1954. 

b) King-size and filter-tip cigarettes continued 
to increase market share at the expense of regu- 
lars. Specifically, these two types accounted for 
only 10 per cent of all cigarettes sold in 1950, but 
now they account for 38 per cent. 

©) Major brands collectively lost ground. In 
1950 they took 80 per cent of the whole market, 
but in 1954 this share had been reduced to 67 
per cent of the total domestic market. 

d) These changes forced major changes in 
marketing strategy. For example, with the rise of 
filter and king-size cigarettes, the industry was 
less sure of its established strategy of concentrat- 
ing most of a company’s promotional expendi- 
tures on a single brand rather than allocating 


selling effort among several brands. At this point, 
strategy differs on the question of making the 
newer type cigarettes under different names or 
manufacturing them all under a large, well- 
known brand name. 

e) One of the most interesting developments 
was the arrival of new entries and the addition 
of new features to establish cigarettes. For 
example, eight new brands or variations ap- 
peared on the market, and among the product 
changes was the combination of filter and king 
size. 

f) Changes and innovations led to specula- 
tion about causes. The industry agreed the 
health scare was probably a most important in- 
fluence but recognized the changing distribution 
of age groups in the population as part of their 
difficulties. The age group 20-39, which has the 
biggest percentage of smokers and heaviest, is 
at its lowest point from 1952-1955. In addition, 
exports—including tax-free sales to overseas 
armed forces—were about g per cent below 1953. 

g) However, there were two pleasant observa- 
tions about 1954 in the cigarette industry. Al- 
though units declined 4 per cent, the decline in 
pounds because of the larger units consumed 
was estimated to be about 2.5 per cent. 


16C.3 How Big and Small Appliances Fared. 
Business Week, February 12, 1955, p. 97- 


In 1954 manufacturers’ appliance sales were 
not far behind 1953 in spite of a slow start. 

Manufacturers’ television sales amounted to 
7-3 million units in 1954, which put television 
sales g00,000 units ahead of radio sales. In 1953 
the picture was reversed. 

Refrigerator sales leveled off around 4.5 mil- 
lion units with the saturation point approach- 
ing. The home freezer showed no improvement 
in 1954, hovering around 1 million units. 

The room air conditioners sales curve con- 
tinued to rise sharply to a peak in 1954 of about 
1.2 million units. A similar picture applies to 
clothes driers which have climbed to about goo,- 
000 units in 1954. 

Manufacturers’ sales of electric housewares in 
1954 were about 7 per cent less than in 1953. 
Broiler sales almost reached 1.6 million units 
and for the first time exceeded waffle irons and 
sandwich grills which continued their decline to 
less than 1 million units in 1954. Toaster sales 
leveled off at about 3.2 million units. And elec- 
tric blankets rode their curve up to well over 1 
million units in 1954. 
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16C.4 Ou Le Francais Archete «’ Il Ses Chaus- 
sures? Le Commerce Moderne, No. 71, 
January 1955, pp- 33°49. [1-8-] 

Where does the Frenchman buy his shoes? 
Three out of five buy them in an independent 
shoe store, according to this report of a national 
survey made by the National Institute of Statis- 
tics and Economic Studies. Compared with peo- 
ple in the provinces, Parisians are somewhat 
more apt to buy their shoes in a chain shoe store 
and somewhat less apt to buy them in an inde- 
pendent shoe store. Nationally, 20 per cent of 
the women and 16 per cent of the men buy their 
shoes in chain shoe stores, but slightly more men 
(10 per cent) than women (7 per cent) buy their 
shoes from open-air merchants or peddlers in a 
market. Only 2 per cent of the French buy their 
shoes in department or variety stores. 


20. RESEARCH AND RESEARCH TECH- 
NIQUES 


20.1 What Are the Real Reasons People Buy 
Today. Sales Management, February 8, 


1955, p- 36 and February 15, 1955, p. 46. 
[R.H.] 


Business is estimated to have spent about $9 
million for motivation studies in 1954 and prob- 


ably will spend a third more than this next year. 
Although some businessmen insist that such 
studies are not helpful or that they are interest- 
ing but impractical, an increasing number of 
firms are recognizing the importance of changing 
consumer attitudes in our postwar society. “Psy- 
ch iogical factors, rather than need, are the 
~.ofvacions of almost 60 percent of our yearly 
purci +3," states Ernest Dichter. Consequently, 
puch mescigators are finding businessmen turn- 
ing :o sean to help them understand the psycho- 
loyical climate influencing American consumers 
and the most effective appeals to use in their 
selling efforts. 

The motivation research studies of the In- 
stitute for Research in Mass Motivations have 
indicated that there are four principal shifts in 
the psychological climate which affect buying 
attitudes: 


1. Puritanism is on its way out, 

What psychologists call the “Vuritan com- 
plex” in our national character is based in the 
cultural belief that it is sinful or wrong to get 
too much pleasure out of life. Self-denial and 
thrift were the key virtues in a “frontier” society 
and progress was achieved through hardship. As 
incomes rose and prices lowered with the impact 


of improving technology, advertising to encour- 
age consumption helped dissipate the Puritan 
heritage. Case histories cited provide interesting 
examples of successful market appeals such as 
comfort, prestige, and quality—luxury based on 
this lessening of Puritanism. 

2. Increased willingness to give vent to our 
whims and desires and a recognition that our 
actions may be based on emotions. In a word, 
“Why shouldn't 1?” 

This tendency to self-rewarding indulgences 
is a major shift affecting buying motivation pat- 
terns. Recurring crises have conditioned Amer- 
icans to seeking and accepting pleasures now, 
whereas formerly they might have postponed 
self-indulgences, Also people are becoming more 
“mobile minded” that is, they look for change 
and new experiences. 

3. As a nation, people are becoming more ma- 
ture. This is indicated by the books read and 
types of shows and music in demand. 

“This readiness to indulge ourselves and to 
give in to whims—is a dramatic sign of maturity. 
We are willing to see ourselves in a realistic 
light. There is a new maturity in our outlook 
toward purchases and we are forced to think 
ahead in longer range terms,” Dichter'’s research 
suggests. 

4. Desire for individuality and creativeness. 

Although people are aware of the advantages 
of mass production, there is a growing resent- 
ment of it. “They want to express themselves 
and gain recognition for the things they make 
or do and they look for products and services 
which hold out appeals of individuality and 
self-achievement.” Desire for creativeness is re- 
flected in the muchdiscussed, do-it-yourself 
movement, 


21. RETAILING 


21.1 Ou En Est le Libre Service? Centre 
D'Etudes du Commerce, 37 pp. [t.6.] 


L’Evolution Technique Dans Les Com- 
merces Frangais D’Alimentation. Supple- 
ment to Commerce Moderne, Cenwe 
D' Etudes du Commerce, No. 70, Decem- 
ber 1954, 33 [LB] 


These two recent publications of the French 
Center for Commercial Studies provide interest- 
ing reports on the application of American dis- 
tribution techniques to a European economy. 
Both are symposia with contributions by French 
leaders in retail marketing—particularly execu- 
tives of the chain stores, which are becoming in- 
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creasingly important in the French food indus- 
try but which still have only a fraction of the 
power and share of market of the great American 
chains, French food retailing is generally char- 
acterized by the small, highly specialized family 
enterprise in which the customer is personally 
served and in which he is apt to make smal! 
individual daily purchases. 

Food marketing is described in these publica- 
tions as one of the fields of French retailing 
which has shown the greatest technological de- 
velopment since the war and which has under- 
gone the heavy influence of American methods. 
The contributors insist that what is emerging is 
a type of retailing establishment which is truly 
French in style and which permits each store to 
retain its own personality. Jean-Guy Oubradous 
—the Center's expert on equipment, design, and 
display—notes a tendency for greater use of 
standardized equipment but holds out against 
complete standardization. Less and less floor 
space is occupied by counters and shelves. Re- 
arrangement of store interiors is reported to 
have resulted in a sizable increase in business 
wherever it has been tried. Similarly, the intro- 
duction of self-service has resulted in an increase 
in the volume of business, to some extent 
through a rise in impulse purchases. 

In Monoprix, one of the largest of the French 
food chains, self-service is reported to differ in 
certain respects from that of the American mar- 
ket. Perishable items are still handled, weighed, 
and wrapped over the counter in the traditional 
way, but they are paid for at the check-out coun- 
ter. “The French clientele has the impression of 
being better served if the desired perishable 
product is cut or chosen before it.” 

Cake, coffee, biscuits, and confectionary 
dropped in sales when they were put on the 
self-service shelves, and were restored to the old 
style of over-the-counter selling. 

Prepackaging poses special problems in France 
because of the high cost of plastics and other 
transparent packaging material. Prepackaging 
of merchandise is handled by the manufacturer 
in the United States but in France must be done 
by the retail merchant. Introduction of pre- 
packaging has not resulted in any reduction of 
the store labor force, but it has changed their 
functions. Customers are often suspicious of the 
packaged items, and these must therefore be 
more carefully prepared and handled than for- 
merly, Since French consumers are in the habit 
of making frequent small purchases, a larger 
work force is necessary to handle the hours of 
heavy traffic. 


Max Heilbronn, an executive of Monoprix, 
calls their retailing method “a caricature of self- 
service” rather than self-service itself. The rea- 
son for this, he says, is that the French housewife 
starts with the raw ingredients. She makes her 
soup and mayonnaise herself. The American 
housewife buys her soup and mayonnaise ready 
made. There is therefore an enormous difference 
in the types of products handled by French and 
American food stores. 

M. Jacques Pictet reports on self-service 
branches in which the managers personally serve 
80 per cent of the customers. Some stores require 
that the customer use a shopping basket. If she 
refuses to take it, the manager must carry it and 
accompany her on her tour of the store. Thus, 
there is still considerable room for personal 
selling. 

Pictet draws a distinction between the busy 
working-class housewife who welcomes the sav- 
ing of time brought about by the supermarket 
and the reactions of the middle-class housewife 
who has more time and likes to be waited on. 
She has a tendency to think, “I am paying; | 
want a salesman.” But, even with this type of 
dificult customer, an evolution of attitude fa- 
vorable to self-service is taking place. 


21.2 La Vente Par Correspondence. Centre 


D'Etudes du Commerce, January 1952, 
33 pp- 


This short discussion is of particular interest 
to American readers because of its review of the 
history of mail-order selling in France. It is in- 
teresting to know, for example, that in 1882 La 
Samaritaine (a large department store chain) did 
over one fifth of its total business by mail. Be- 
tween 1931 and 1936 this proportion fell from 26 
per cent to 14 per cent. 

Since the war, the costs of mail-order selling 
have risen at a much faster rate than the value 
of the product sold. Delivery costs are now esti- 
mated to average 14 per cent of the sales price. 

Large department stores which do a mail-order 
business face a different type of competition 
from small local merchants than they did before 
World War I. Then the small retailer generally 
worked at a lower markup than today; he took 
account of the price catalogs of the Paris depart- 
ment stores in fixing his own prices. Today many 
small retailers are out for the maximum of im- 
mediate profit and prefer to sell a lower volume 
of merchandise at a price much higher than that 
of the department store catalogs. In fact, mail- 
order items offered at bargain prices by depart- 
ment stores are often bought up very quickly 
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by provincial merchants and then resold to their 
customers at a higher price. In general, however, 
the outlook for an increased volume of mail- 
order selling in the provinces is considered fa- 
vorable. 

The period since the war has also seen an 
increase in direct mail-order selling from manu- 
facturers to customers and the rise of book clubs 
on the “Book of the Month Club” pattern. 


26. STATISTICAL DATA 


26.1 Marktbeobachtung im Betrieb. Deutsche 
Statistische Gesellschaft, Verlag W. Kohl- 
hammer, 1953, 56 pp. [L.B.] 


This small handbook recently published by 
the German Statistical Association offers descrip- 
tions of the principal German organizations en- 
gaged in market analysis and research. Under 
this general category are included official gov- 
ernment agencies; scientific and technological 
institutes (including universities); research 
groups; industrial, commercial, and media or- 
ganizations; and market research organizations. 
This should be of considerable value as a source 
book for those wishing detailed marketing in- 
formation for Germany. 


28. TEACHING OF MARKETING 


28.1 Marketing and Market Research in the 
Italian Universities. Carlo Fabrizi, Studi 
di Mercato, Vol. 1, No. 1, January 1955. 
[A.A.M.] 


‘These disciplines are given the scantiest place 
in the curricula of the Italian national and rec- 
ognized private universities. The few courses 
that are given are located in the faculties dealing 
with economics, banking, and commerce. In gen- 
eral, these few courses are given as a result of 
the initiative of interested professors and with- 
out official sanction or encouragement. 


These disciplines are taught in five or six in- 
stitutes organized and financed by the manage- 
ment of large industrial enterprises. Attendance 
is generally limited to selected individuals re- 
garded as promotable material by their employ. 
ers. As a result, an anomalous situation has de- 
veloped in which middle-grade executives in 
business have a more advanced knowledge of 
marketing theory and practice than younger 
men just coming out of colleges of business ad- 
ministration. 

The author is well informed and highly im. 
pressed by the position of honor of marketing 
studies in American colleges and universities 
and by the mass and variety of offerings. He 
briefly outlines an optimum reform of the pres. 
ent curricular arrangements in respect to eco- 
nomics, banking, and commerce. He proposes 
that appropriate chairs in market analysis and 
research be formally established in all the na- 
tional and recognized private universities. But 
in advance of a thoroughgoing reform, he pro- 
poses that suitable subject matter be added to 
the present courses. 

It will be of interest to note that on January 
4, 1955, the Italian Government modified by 
official decree the Constitution of the University 
of Florence. Accordingly, among other changes, 
Market Analysis has been added to the econom- 
ics and commercial curricula. 


33. UNCLASSIFIED 


33.1 Lexique du Commerce Americain. Centre 
D'Etudes du Commerce, 2nd Edition, 
May 1953, 30 pp. [t.».] 

This is the second edition of a short French 
dictionary of American marketing terms. It may 
be of value not only to the Frenchmen who 
want to know what the English terms mean but 
to American commercial correspondents who 
want to know how to say it in French. 


Legislative and Judicial Developments 
in Marketing 


WILLIAM F. BROWN, Editor 


Editorial Staff: KENNETH J. Curran, Colorado College 
L. Northwestern University 


Initials of staff members, in brackets following subject headings, identify the reviewers of the 
individual items. 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest, (2) new cases which consti- 
tute more or less routine reaffirmation of well estab- 


lished rulings, (3) decisions handed down by inferior ~ 


courts which are likely to be reviewed by higher 
courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, Current 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 
specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLISTIC 
METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


. REGULATION OF PRODUCT CHAR- 
ACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


. REGULATION OF PRICE COMPETI.- 
TION 
A. Price Discrimination 
B. Resale Price Maintenance 
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C. Price Control (Minimum and Maximum) 
. REGULATION OF CHANNELS OF DIS- 
TRIBUTION 
A. Operating Features of Marketing Insti- 
tutions 
B. Relations Between Buyers and Sellers: 
Exclusive Dealing Arrangements, etc. 


. REGULATION OF UNFAIR COMPETI- 
TION 
A. Advertising 
B. Non-Advertising Promotional Methods 
C. Trade-Marks and Trade Names 


I. REGULATION 
METHODS 


OF MONOPOLISTIC 


A. Market Control 


1. United States v. Eastman Kodak Com- 
pany, CCH { 67,920 (D.C. W. N.Y., December, 
1954). [K-J.C.] 


On December 21, 1954, the Department of 
Justice filed a complaint charging Eastman Ko- 
dak Company with monopolizing the color film 
processing industry and on the same day the 
Court approved a consent decree settling the 
issues. The handling of this case is an outstand- 
ing example of the procedure of the present 
Administration of attempting to avoid pro- 
tracted and expensive antitrust litigation by ne- 
gotiating settlements under the more relaxed 
and flexible conditions prevailing before the 
charges have reached the courts. Negotiations 
with Eastman Kodak had been pursued since 
July, 1954, when the Department of Justice 
brought its complaint to the attention of the 
Company. 

The basis of the Justice Department's com- 
plaint against Eastman was that the Company 
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had prevented the growth of independent color 
film processors by its practice of selling film at 
a price covering not only the film but the cost 
of processing as well. In view of Eastman’s dom- 
inant position in the manufacture of color film, 
this marketing practice erected an insuperable 
barrier to the success of independent photo fin- 
ishers not only in developing color films but in 
making color prints, since customers usually 
have the same firm perform both services. 

The consent decree settling the case paves the 
way for the growth of independent film proces- 
sors by forbidding to Eastman the practice of 
quoting a combined price for the film and its 
processing or by tying together the product and 
the service in any other way. The use of all of 
Eastman’s patents relating to color film process- 
ing, now owned or acquired within five years, 
must be licensed to all applicants at reasonable 
royalties. In the event of a dispute over what con- 
stitutes a reasonable royalty, the matter is to be 
determined by the Court and the burden of 
proving the reasonable level of the charge is 
laid on Eastman. The growth of competition is 
further facilitated by provisions requiring East- 
man to give technical assistance to film proces- 
sors in the form of manuals, plans, and the 
services of experts at cost. Competitors are also 
to be permitted a limited right to visit Eastman’s 
processing plants. 

As a final safeguard against the continuation 
of Eastman’s monopoly, the decree provides that 
after seven years Eastman shall dispose of 
enough of its facilities to reduce its capacity to 
50 per cent of the total capacity for processing 
still color film. If, at that time, Eastman’s ca- 
pacity exceeds the 50-per cent figure, it may 
avoid such divestiture by showing to the satis- 
faction of the Court that customers have prac- 
tical alternatives to processing by Eastman. 

A final and somewhat extraneous provision of 
the decree is the requirement that Eastman can- 
cel all “fair trade” contracts covering color film 
because its film had not been in open competi 
tion, as required by the “fair trade” laws, and 
because it had never been entitled to fix resale 
prices covering the processing servic’ as well as 
the film. 


2. United States v. International Boxing 
Club of New York, Inc., 75 S. Ct. 259 (January, 
1955): 
United States v. Lee Shubert, 75S. Ct. 277 
(January, 1955). [K.J-c.] 

On January 31, the United States Supreme 
Court ruled in twin cases that the promotion 


of professional boxing matches and the produc- 
tion and booking of legitimate theatrical attrac- 
tions constitute interstate trade and commerce 
when conducted on a multistate basis and hence 
are within the jurisdiction of the Sherman Act. 

The cases which went before the Supreme 
Court would have presented few probiems were 
it not for two prior decisions in which the Court 
had ruled that professional baseball was exempt 
from the Sherman Act. As the Department of 
Justice alleged in the boxing complaint, the 
promoters of professional championship con- 
tests make substantial use of the channels of 
interstate trade in negotiating contracts, main- 
taining training quarters, leasing arenas, selling 
tickets, and in selling interstate broadcasting, 
television, and motion picture rights to their 
exhibitions, which together yield over 25 per 
cent of the revenue received. However, in 1922, 
in Federal Baseball Club of Baltimore v. Na- 
tional League of Professional Baseball Clubs 
(259 U.S. 200), the Supreme Court had ruled 
professional baseball exempt and the substance 
of that decision was reaffirmed in 1953 in George 
Earl Toolson v. New York Yankees (346 U.S. 956; 
see JOURNAL OF MARKETING, April, 1954, Pp. 431). 
Quite naturally, the International Boxing Club 
argued that the implication of these decisions 
had been to remove from the scope of the Sher- 
man Act all professional athletic undertakings, 
whereas Lee Shubert maintained it had immu- 
nized the live exhibition business in general. 

In its decisions, the Supreme Court held that 
the primary consideration in the Federal Base- 
ball case had been the small amount of inter- 
state activity involved at the time. The Toolson 
decision had not necessarily reaffirmed all that 
was said in Federal Baseball but had sought to 
avoid upsetting the industry as would have been 
done had the Court altered the Federal Baseball 
decision on the basis of which professional base. 
ball has developed during the past thirty years. 
According to the Court, these decisions cannot 
be converted into a sweeping grant of immunity. 
Although a boxing match (or the performance 
of a stage show) is a local affair, the business of 
promoting such matches is not thereby exempt 
from the Sherman Act if the business is itself 
engaged in interstate commerce. 

The Sherman Act itself does not exempt any 
segments of economic life and the Boxing and 
Shubert decisions indicate that there is a lessen- 
ing tendency on the part of the courts to limit 
the Act's jurisdiction by a narrow interpretation. 
Real estate brokerage, the provision of medical 
services, insurance underwriting, and now box- 
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ing and the legitimate theatre have all been 
found—under certain circumstances—to consti- 
tute interstate commerce. 

The Federal Baseball decision of 1922 was ob- 
viously a mistake, and it is interesting to observe 
the various reactions of the members of the Su- 
preme Court to the somewhat embarrassing 
situation created by it. Mr. Justice Minton, ap- 
parently does not think the 1922 decision was 
a mistake. Mr. Justice Frankfurter would at 
least be consistent and, having found baseball 
not to constitute interstate commerce, would 
reach a similar decision with respect to boxing 
(but not the legitimate theatre), for “it would 
baffle the subtlest ingenuity to find a single dif- 
ferentiating factor between other sporting ex- 
hibitions . . . and baseball. . . .” (75S. Ct. 259, 
265,.) Justices Burton and Reed would have over- 
ruled the Federal Baseball decision more or less 
openly, at least recognizing that it was not con- 
sistent with present conditions prevailing in the 
professional sporting world. The remaining 
members of the Court would find a formula that 
would save face and yet avoid the extension of 
the exemption granted baseball to other pro- 
fessional sports—and that, in effect, is what the 
majority decision in the boxing case attempted 
to do. 


3. United States v. Schenley Industries, Inc., 
CCH 4 66,158. [k.j.c.] 


On February 14, 1955, the Department of Jus- 
tice brought suit against Schenley Industries 
charging it with violating the antimerger section 
of the Clayton Act (Sec. 7) when it acquired the 
stock of Park and Tilford—another distiller. This 
action represented the first effort of the Depart- 
ment to enforce Section 7 in the courts since the 
Section was amended in 1950. (See JOURNAL OF 
MARKETING, April, 1951, P. 494-) 

Although this is the first time that the De- 
partment of Justice has attempted to enforce 
the new antimerger law in the courts, the Fed- 
eral Trade Commission has employed its ad- 
ministrative machinery to enforce it several 
times—in the cases of acquisitions by Pillsbury 
Mills, Crown Zellerbach, and Luria Bros. The 
Justice Department, too, has sought to discour- 
age the proposed merger of Bethlehem Steel and 
Youngstown Sheet and Tube by threatening 
legal action. 

In view of the scope of the present merger 
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myvement in industry and the general concern 
it has arowsed in and out of Congress, the anti- 
merger section of the Clayton Act may well be 
the most signiiicant and widely used portion of 
our antitrust laws in the years ahead. 


B. Collusive Practices 


1. United States v. Toledo Milk Distribu- 
tors’ Association, CCH 4 67,918 (D.C. N. Ohio, 
November, 1954). [K-J.c.] 


The plea of nolo contendere to criminal anti- 
trust charges is sometimes described as a gentle- 
man’s plea of guilty. A large proportion of the 
Department of Justice’s criminal prosecutions 
are settled in this manner, the attractiveness of 
the plea being not only that it may preserve the 
self-respect of businessmen given to a certain 
amount of self-delusion but also that it acts as 
a barrier to private triple damage suits. This is 
true because, there having been no complete 
court action, evidence would not have been 
heard and evaluated and the facts of the viola- 
tion therefore could not have been proven. As 
a result, any person starting a private suit for 
damages would have to establish not only direct 
loss because of the illegal acts of the defendant 
but would also have to prove when and how the 
antitrust laws had been broken. 

It is the policy of the Department of Justice 
to oppose nolo contendere pleas when the 
charges involve the price fixing of vital com- 
modities. In the case at hand, the Court refused 
to permit a switch in pleas from not guilty to 
nolo contendere when the Government had 
opposed the latter on the above ground. 


2. Local 175 of the International Brother- 
hood of Electrical Workers and Earl W. Burnett 
v. United States, 219 F.2d 431 (CCA 6, February, 
1955). [K.J-C.] 

The Clayton Act (Secs. 6 and 20) does not ex- 
empt labor unions or their officials from the 
Sherman Act when they aid nonlabor groups in 
restraining and monopolizing trade. That is the 
partial substance of the decision of the Circuit 
Court of Appeals in the above case and, al- 
though it is in no sense a new legal principle— 
first having been laid down by the Supreme 
Court in United States v. Hutcheson (312 U.S. 


219 [1941])—it is probably well to call it to mind 
from time to time. 
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Il. REGULATION 
ACTERISTICS 


OF PRODUCT CHAR- 


C. Packaging and Conditions of Sale 


1. Defiance Milk Products Co. v. DuMond, 
136 N.Y.S.2d 619 (N.Y. Sup. Ct., Appellate Div., 
December, 1954). [R-L.W.] 


In 1922 a New York law was passed prohibit- 
ing the sale of evaporated skimmed milk except 
in containers of ten pounds or more. The law 
remained on the books until the present time. 
The legislative history of the law has been lost, 
but the state contended it was designed to pro- 
tect the public against fraud. The Court recog- 
nized this objective as a proper one for legisla- 
tive action. It found, however, there was no need 
for such protection at the present time. 

Since no objection was raised to evaporated 
whole milk, the Court concluded the objections 
were to the “skimmed” rather than the “evap- 
orated” character of the product. Skimmed milk, 
it found, has a recognized value and is in wide 
demand. It is sold in bottles no different from 
bottles used for whole milk except in the words 
on the cap. Under these conditions it is hard to 
see how skimmed milk can be considered a 
fraudulent substitute for anything. People 


should be permitted to buy evaporated skimmed 


milk as conveniently as possible. 

Following this reasoning the Court concluded 
the statute was unreasonable and arbitrary. 
Therefore the law was unconstitutional. 


Ill. REGULATION OF PRICE COMPETI- 
TION 


B. Resale Price Maintenance 


1. Cox v. General Electric Co., 85 S.E.ad 
514 (Georgia Sup. Ct., January, 1955). 

McGraw Electric Co. v. Lewis & Smith Drug 
Co., 68 N.W.2d 608 (Nebraska Sup. Ct., Febru- 
ary, 1955) 

Union Carbide and Carbon Corp. v. White 
River Distributors, Inc., 275 S.W.2d 455 (Arkan- 
sas Sup. Ct., February, 1955). 

Olin Mathieson Chemical Corp. v. Francis, 
CCH © 67,984 (Colorado Dist. Ct., 2nd Dist., 
February, 1955). 

Benrus Watch Co. v. Smith-Williams Jew- 
elers, CCH © 67,985 (Law and Equity Ct. of 
Richmond, Va., March, 1955). [W.F.B.] 

Not since the first Schwegmann decision was 
handed down in May, 1951, has the cause of 


resale price maintenance suffered as severely at 
the hands of the judiciary as in the decisions 
here reported. In fact, from a purely legal view- 
point, these rulings (at least the first three) may 
in some respects be more serious than was the 
Schwegmann holding since the loophole opened 
by the latter was promptly closed by the pas 
sage of the McGuire Act, whereas it is difficult 
to see how the fundamental objections to price 
maintenance raised by these siate supreme 
courts can be overcome in these jurisdictions. 

The first three of the above actions find the 
highest courts of the respective states emphati- 
cally stating that the nonsigner clauses of their 
state “fair trade” measures violate the due proc- 
ess clauses of the state constitutions. (As a mat- 
ter of fact, the Arkansas court invalidates the 
entire law, arguing that the presence of the of- 
fending clause was partially responsible for the 
passage of the measure in the first instance.) The 
Colorado and Virginia cases represent the same 
sort of lower court disapproval of the nonsigner 
clause that preceded the high court rulings in 
the other actions, In the absence of reversals of 
these latter two decisions, the list of non-fair- 
trade jurisdictions now has assumed appreciable 
length: Texas, Missouri, Vermont, the District 
of Columbia, Florida, Michigan, Georgia, Ne- 
braska, Arkansas, Colorado, and Virginia either 
never have had such laws or have had at least 
the nonsigner provision invalidated by state 
courts. 

Of the actions here reported, the Georgia find- 
ing was perhaps least unexpected. The court 
merely reiterated the stand it had taken in 
Grayson-Robinson Stores v. Oneida, Ltd., 75 
S.E.2d 161 (1953)-when, in addition to invalidat- 
ing the earlier Georgia act on technical grounds, 
it also had stated that the nonsigner require- 
ment unwarrantedly deprived sellers of a valu- 
able right and therefore violated the due process 
guarantee of the Georgia constitution. In the 
present ruling, however, the wording of the 
opinion seems almost to suggest that the court 
would not look with approval even on voluntary 
contracts establishing resale price maintenance, 
though the court specifically disclaims that it is 
ruling upon this point. 

The opinion fully recognizes that many high 
tribunals, including the United States Supreme 
Court, have not considered the nonsigner pro- 
vision to be in violation of constitutional guar- 
antees of individual freedom, but it goes on 
to state (at p. 519), “We are here, however, deal- 
ing with the statutes of this State and with the 
question whether or not they violate the Con- 
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stitution of the State of Georgia. What the 
courts of other States have decided is not con- 
trolling, and this is one of the few powers left 
to the states to decide for themselves regardless 
of what the Supreme Court of the United States 
may or may not have decided . . . we will not 
strike down the Constitution of our State . . . ; 
neither will we follow the crowd.” The opinion 
notes, too, that what the legislature had pro- 
claimed as “findings of facts” were not neces- 
sarily true and, if not, need not be considered 
to be binding upon the court. 

In the other two appellate decisions, the su- 
preme courts of Arkansas and Nebraska base 
their holdings on similar reasoning, which may 
be summarized somewhat as follows: The state 
constitutions guarantee that individuals may not 
be deprived of property without due process of 
law. The right of a seller to price his goods as 
he pleases is a valuable property right. The po- 
lice power of the state may be employed to take 
away property rights, but such action is permis- 
sible only if it is clearly in the public interest. 
The public welfare is not served by resale price 
maintenance, Although brand owners have an 
interest in protecting good will, and perhaps 
price maintenance may offer some such protec- 
tion, their special interest cannot be permitted 
to outweigh the general public welfare. Hence, 
“fair trade” laws are not justifiable extensions 
of the police power of the state legislatures. 

The two lower courts also emphasize the due 
process clause in invalidating their state meas- 
ures, although the Richmond court also charges 
that the Virginia statute is unconstitutional be- 
cause its title is defective and because it legally 
delegates legislative powers (which it denies 
exist anyway). 

Whether these decisions will give added im- 
petus to the revolt against resale price main- 
tenance remains to be seen. Some of the most 
populous and therefore most important states 
are still enrolled solidly in the ranks of sup- 
porters of the practice. Unquestionably, how- 
ever, decisions such as these lend encouragement 
to price cutters everywhere and make the task of 
“fair waders” more dificult. Furthermore, if sell- 
ers in non-fair-trade states are permitted to sell 
freely by mail into fair-trade jurisdictions (as 
the decision reported immediately below may 
forecast), the presence of widely scattered “free” 
areas may make the problems of enforcing mini- 
mum prices doubly troublesome. 


2. Revere Camera Co. v. Masters Mail 
Order Co, of Washington, D. C., Inc., 128 F. 
Supp. 457 (D.C. Md., February, 1955). [w.F.B.] 


At almost the same time that the first Schweg- 
mann decision rent the fabric of resale price 
maintenance in 1951, the Third Circuit Court 
of Appeals ruled in the Wentling case (reported 
in the July, 1951, issue of this section) that a 
merchant in a “fair trade” state could sell at be- 
low established minimum prices to buyers in 
other states, regardless of the status of these 
states with respect to resale price maintenance. 
This holding was appealed to the United States 
Supreme Court but was never actually settled 
because the Schwegmann decision rendered the 
point moot. However, the framers of the Mc- 
Guire Act were well aware of the problem and 
intended to close this loophole in the “fair 
trade” front at the time that they restored vital- 
ity to the nonsigner clause in interstate com- 
merce. The only decision yet reported that cov- 
ers this point seems to indicate that they were 
successful in doing so. In the MacMillan case 
(see this section for July, 1953) the United States 
District Court for Maryland held that MacMil- 
lan, a Maryland seller bound by the “fair trade”’ 
law of Maryland, could not sell below estab- 
lished minimum prices to buyers located in Dela- 
ware. In the present situation, however, this 
same court expresses grave doubts that the Mc- 
Guire Act prevents a seller operating in a non- 
fair-trade jurisdiction (in this instance, the Dis- 
trict of Columbia) from selling by mail at any 
price to buyers located in Maryland. The same 
issue, involving the identical defendant in this 
action, also was raised in General Electric Co. v. 
Masters Mail Order Co. of Washington, D. C., 
Inc., 122 F. Supp. 797 (1954), though in some- 
what different circumstances. In both instances, 
the courts refused to take preliminary action re- 
stricting the seller, insisting that the matter was 
sufficiently doubtful to warrant a full trial. In 
this action, particularly, the wording of the opin- 
ion leads to the inference that the court be- 
lieves that a bona fide sale by mail from a “free” 
jurisdiction can be made at any price. It seems 
certain that the point eventually will be ap- 
pealed to the Supreme Court. 


3. Eastman Kodak Co. v. Siegel, 196 
N.Y.S.2d 800 (N.Y. Sup. Ct., N.Y. Co., January, 
1955). [W-F.B.] 

Even in those states in which the courts have 
been most generous supporters of resale price 
maintenance, they will in most instances strike 
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down attempts to extend the scope of “fair 
trade” unreasonably, as this and the following 
decisions make clear. Here the Eastman Com- 
pany had assembled a “Brownie Hawkeye Flash 
Outfit” which contained, in addition to certain 
regularly price-maintained Eastman products, 
eight flash bulbs and two batteries not pro- 
duced by Eastman and not price maintained by 
their manufacturers. Nevertheless Eastman 
placed a minimum price upon the outfit and 
when Siegel cut this price, sued to enjoin his 
action. The court refused to grant such an order, 
noting that price maintenance statutes were 
counter to the common law and, as such, should 
be construed strictly. Since they certainly did 
not provide for such combination arrangements, 
the court would not read such broader coverage 
into the law. As the court stated, to permit this 
sort of extension might open the door to all 
kinds of abuses until “the price-fixed tail might 
be permitted to wag the unbranded and non- 
fair-traded (p. 804). 


4. Remington Arms, Inc. v. Fox and 
Murphy, 136 N.Y.S.2ed 272 (N.Y. Sup. Ct, Sche- 
nectady Co., December, 1954). [W.F.B.] 

Although state “fair trade” laws provide spe- 
cifically that a seller may dispose of damaged 
merchandise at below established minimum 
prices, there have been almost no cases dealing 
with this problem. In the present instance, the 
defendant had purchased from a distributor a 
number of cases of shotgun shells which had 
been stored in a warehouse in which there had 
been a small fire. Because of the manner in 
which the sprinkler system of the warehouse 
had operated, a portion of the cases showed that 
they had been exposed to water. The boxes 
within the cases varied in the extent to which 
they showed water marks—some apparently had 
not been at all affected. Fox and Murphy adver- 
tised the shells at cut prices, clearly stating in 
the advertisements, “some boxes marked by 
water, but all guaranteed by Fox and Murphy.” 
Remington sued to enjoin the price cutting, at 
least on those boxes which apparently had not 
been damaged by water. The court denied the 
requested order, emphasizing that to require 
Fox and Murphy to honestly notify the public 
of the conditions under which the shells had 
been obtained and at the same time to require 
them to sell the shells as regular merchandise 
and at regular prices would be unfair; on the 
other hand, to permit them to avoid notifying 
the public of the condition of the lot of mer- 
chandise would be to encourage misrepresenta- 


tion. An injunction, then, would tend to injure 
either the sellers or the public or both, whereas 
the brand owner was neither entitled to an order 
nor likely to suffer by any failure to issue it. 


5. Librandi v. Berner’s Pharmacy, Inc., 
CCH € 67,966 (N.Y. Sup. Ct., N.Y, Co., January, 
1955). [W.F.B.] 


In a very different and somewh.t unusual de- 
cision, the court here grants a preliminary in- 
junction to the plaintiff, a drug store operator, 
ordering his competitor to cease cutting prices 
on “fair-trade” merchandise, ‘The court ex- 
presses some concern over taking this action be- 
cause it notes that there are several alhdavits 
which show that Librandi himself is also cutting 
prices on price-maintained items. In spite of this 
hesitation, the court grants the requested order 
because it argues that the defendant has ad- 
mitted selling below the established minimums 
and to deny the injunction under these circum: 
stances would be to encourage violation of the 
law. (Though this is, of course, just what is done 
by the courts when they refuse to grant injunc- 
tions in those instances where it is apparent 
that there is general price cutting.) 


6. Amendment to the Idaho Fair Trade Act, 
Idaho Laws of 1955, Ch. 94 (March, 1955). 
[W.F.B. | 


As might be expected in view of the wide- 
spread development of price cutting in many 
states, the most active proponents of resale price 
maintenance have been seeking means of tight- 
ening up state legislation in order to obtain 
more effective control over price cutting. The 
first fruit of this program has appeared in Idaho, 
where the state's law has been amended to make 
it, according to the N.A.R.D. Journal for April 
4, 1955 (p. 42) “the strongest Fair Trade Act in 
the United States.” The amended law now pos- 
sesses real “teeth” with which to discourage 
price cutters. It provides that anyone who sells 
below an established minimum price (except 
under the usually permissible circumstances such 
as in closeout sales, etc.) is guilty of a misde 
meanor punishable by a fine up to $500 or six 
months imprisonment; further, it provides that 
any person who can show that he has suffered 
injury from the price cutting may sue for treble 
the damages sustained. The act also charges the 
governor of the state with the duty of actively 
enforcing the law. Hence, it is now possible 
for a brand owner, a competitor of the price 
cutter, or the state itseli to proceed against 
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a violator of the statute. In addition, substantial 
powers are granted to enable the state to obtain 
evidence from the records of the offending con- 
cern, Finally, the measure prohibits the use of 
certain devices which have sometimes been con- 
sidered as forms of price cutting. Chief among 
these is the giving of redeemable coupons or 
trading stamps. Any kind of combination deal 
which may be interpreted as a grant of value to 
buyers of price-maintained merchandise like- 
wise falls within this proscription, The statute 
makes it clear that even though the brand owner 
may not be too interested in the careful policing 
of minimum prices established by his contracts 
with retailers, the job will be done for him willy- 
nilly. It seems highly probable that other legis- 
latures will be requested to enact similar laws. 


7. In re Eastman Kodak Co., F.T.C. Dkt. 
6040 (January, 1955). 


The Federal Trade Commission had com- 
plained that inasmuch as the Eastman Company 
operated 35 retail stores of its own, the fact 
that it had signed resale price maintenance con- 
tracts with other retailers in reality constituted 
agreements respecting prices- between retailers— 
horizontal agreements—which are specifically 
prohibited by both state and federal statutes 
dealing with resale price maintenance. This con- 
clusion would seem to-be axiomatic, but the 
Commission does not take a serious view of the 
matter, noting that the uniformity of prices 
which results from this situation was intended 
to obtain as a consequence of the statutes. Also, 
Eastman and other large firms operating retail 
outlets in which they sold their own products 
would be greatly inconvenienced by a ruling 
which prohibited contracts in such circumstances 
because presumably they would have to dispose 
of the retail outlets. (The order seems to assume 
that the fact that Eastman operates its own 
retail outlets would not affect its interest in the 
level of resale prices on its products—an assump- 
tion that may be somewhat naive.) At any rate, 
the complaint is dismissed, 


IV. REGULATION AFFECTING CHAN. 
NELS OF DISTRIBUTION 


A. Operating Features of Marketing Institu- 
tions 


1. Lee Optical of Oklahoma, Inc. v. Wil- 
liamson, 75, 8. Ct. 461 (U.S. Supreme Ct., March, 
1955). [W.F.B.] 

In July, 1954, the decision of the United 


States District Court of Oklahoma in this action 
was reported here with some approval, though 
any satisfaction evinced then was (it appears) 
premature. In this action, the United States Su- 
preme Court reverses the lower court's holding. 
The statute which is now upheld provides that 
opticians may not replace broken lenses or 
frames in eyeglasses nor make new ones except 
upon prescription by a licensed ophthalmologist 
or optometrist, nor may they advertise except 
within substantial limits. Evidence showed that 
many—if not the majority of—optometrists did 
not give out prescriptions to their customers, 
preferring to provide the lenses and frames 
themselves. Needless to say, the new law does 
not require that prescriptions be given out. It 
would seem that much of the business formerly 
done by opticians almost inevitably will be 
taken over by the optometrists. 

The lower court had condemned the statute 
as an unreasonable exercise of the state's police 
power, though it clearly recognized the rights of 
the legislature to limit the freedom of individ- 
uals to sell whenever the public welfare de- 
manded such limitation. The Supreme Court 
takes a far more generous view of the legisla- 
ture’s power in this regard. Speaking through 
Mr. Justice Douglas, the Court says (p. 464), 
“It is enough that there is an evil at hand for 
correction, and that it might be thought that 
the particular legislative measure was a rational 
way to correct it. . . . (This) law may exact a 
needless, wasteful requirement in many cases. 
But it is for the legislature, not the courts, to 
balance the advantages and disadvaniages of the 
new requirement. . . . The legislature may se- 
lect one phase of one field and apply a remedy 
there, neglecting the others.” In other words, 
the law may go much further than it needs to, 
it may discriminate against individuals or classes, 
and it may not touch upon the really important 
abuses which may exist in a field, but neverthe- 
less it does not constitute a violation of the due 
process clause of the constitution. (In the in- 
stant situation, for example, the statute spe- 
cifically exempts from its operation the sellers 
of ready-made glasses such as limited price va- 
riety stores.) Although the opinion does not call 
attention to the fact, the philosophy expressed 
here is diametrically opposed to that expressed 
so well in the Dean Milk case reported in this 
section in April, 1951. Of the two approaches by 
the nation’s highest court, it seems that most ob- 
jective marketers would prefer the latter. 


LEGISLATIVE AND JUDICIAL DEVELOPMENTS &l 


B. Relations Between Buyers and Sellers: Ex- 
clusive Dealing Arrangements, etc. 


1. Rolley, Inc. v. Merle Norman Cosmetics, 
Inc., 278 Ped 63 (Calif. Dist. Ct. of Appeals, 
December, 1954). [w.F.B.] 


In this action the plaintiff, a producer of cos- 
metics, is secking an injunction and double dam- 
ages on the ground that his competitor, Merle 
Norman, has injured him by violating the Cart- 
wright Act, California's antitrust statute. The 
facts are clear. Norman, whose volume of sales 
amounted to about 3 per cent of the industry's 
output, had granted exclusive franchises to 
dealers, but until recently he had not made 
any stipulation in return that they sell only his 
brand. In announcing a change of policy, he 
simply notified dealers that thereafter he would 
no longer sell to retailers who handled other 
brands. He did not require retailers to sign con- 
tracts; hence, they were free to discontinue 
selling his brand at any time. The court con- 
cludes that there is no monopolistic threat in 
such a set of circumstances. It goes on to advise 
Rolley that, if he has lost some sales as a result 
of Norman's action, he should develop an even 
more effective offer with which to attract cus- 
tomers away from competitors. The implied re- 
buke would seem to have some merit. 


V. REGULATION OF UNFAIR COMPETI. 
TION 


A. Advertising 


1. Dolcin Corporation, et al. v. Federal 
Trade Commission, 219 F.2d 742 (CCA DC, 
February, 1955). [R-L.w.] 


When does a Federal Trade Commission cease 
and desist order become effective? Normally, the 
firm receiving such an order can appeal to a 
circuit court. If that court upholds the Com- 
mission, the order becomes effective unless a 
petition for certiorari is filed with the Supreme 
Court. 

In this case the Commission ordered Dolcin 
to cease certain advertising and the Circuit 
Court of Appeals affirmed the order (see this 
section, January, 1955). While affirming the 
order, however, the Court directed the Commis- 
sion to give Dolcin the opportunity to present 
new testimony. Dolcin then petitioned to have 
the original Commission order modified to stay 
its enforcement until after the Commission 
heard the new testimony. 


Dolcin contended that immediate enforce- 
ment of the order would cause the company to 
lose profits while the new hearings were taking 
place. This the Court admitted. On the other 
scale, however, the Court found that, if the ad- 
vertising were misleading, the consuming public 
would be penalized in the meantime. Some sick 
people might postpone seeking more effective 
treatment and might waste their funds on Dol- 
cin’s product. In this dilemma the Court found 
the balance of equity on the side of the con- 
sumer. The cease and desist order was to be en- 
forced while new testimony was heard. 

Chief Judge Stephens issued an extensive dis- 
senting opinion in which Judge Miller con- 
curred. 


2. Also noted: 
a. Federal Trade Commission v. Rhodes Phar- 
macal Co., Inc., 75 S. Ct. 361 (U.S, Supreme 
Court, February, 1955). [R.L.w.] 


In 1953 the Circuit Court affirmed a Federal 
Trade Commission order for Rhodes to cease 
certain advertising claims. (See this section, 
April, 1954). The Court directed one minor 
modification of the order, eliminating the word 
“temporary” because of its uncertain meaning. 
The Supreme Court has now reversed the Cir- 
cuit Court and directed that the original Com- 
mission order be restored. 


B. Non-Advertising Promotional Methods 


1. Seymour Sales Company v. Federal Trade 
Commission, 216 F.2d 633 (CCA DC, November, 
1954). Certiorant denied, 75 S. Ct. 340 (January, 
1955). [R-L.w.] 


This is another of the many recent cases in- 
volving the use of push cards and other lottery 
devices in the sale of merchandise. The Federal 
Trade Commission and the courts have consist- 
ently held this to be an unfair method of com- 
petition. 

In this case Seymour argued that the Commis- 
sion did not have jurisdiction. Seymour Sales 
sold merchandise and push cards throughout the 
United States. Buyers of the push cards used 
them at the point of sale to final consumers, 
Since the push cards were not themselves used 
in interstate sale of merchandise, Seymour con- 
tended that the «. ds were involved in intrastate 
commerce only ar i were not under FTC juris- 
diction, 

The Court found the push cards were shipped 
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in interstate commerce and were designed for 
use in distributing merchandise by chance. This 
brought the Seymour operation within the 
meaning of interstate commerce. 


C. Trade-Marks and Trade Names 


1. Pure Foods Inc. v. Minute Maid Corp., 
214 F.2d 792 (CCA 5, July, 1954). Certiorari de- 
nied, 75 8. Ct. 208 (November, 1954). [R.L.w.] 


When the Lanham Act became law, it was 
hoped that it would eliminate much of the un- 
certainty about trade mark protection which ex- 
isted among businessmen. This case brings up 
one of the points which is still open to subjec- 
tive determination by the courts: When are two 
products similar enough that the use of the 
same trade-mark on both will cause confusion 
among consumers. 

Minute Maid has become a well known trade- 
mark for frozen fruit juices. It was registered in 
1952. In 1951 Pure Foods began using the 
trade-mark Minute Made on frozen meat sold 
only in the state of Florida, The latter mark was 
never registered with the Federal Government. 
Minute Maid brought suit and the District 
Court of Southern Florida enjoined Pure Foods 


from further use of the name Minute Made on 
frozen meats. Pure Foods appealed to the Cir- 
cuit Court which upheld the District Court in 
the decision here reviewed. 

Pure Foods contended that there could be no 
confusion among consumers as to the origin of 
the two products since they were not in competi- 
tion with each other. The Court found that some 
companies sold complete lines of frozen foods— 
including both meats and fruit juices. The same 
consumers bought both products in the same 
stores, often from locations close to each other. 
The Court felt that this was apt to lead to con- 
fusion. 

Pure Foods also questioned the jurisdiction 
of federal courts since it (Pure Foods) sold only 
in intrastate commerce. The Court overruled 
this argument. Minute Maid was in interstate 
commerce, The Minute Made meats interfered 
with this interstate commerce even though only 
on a local basis. 

Although the Court found that the use of the 
mark Minute Made resulted in confusion among 
consumers, it found there was no proof of mone- 
tary damage or injury. Therefore, no accounting 
was ordered to determine the extent of the dam- 
age. 
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ADVERTISING AGENCY OPERATIONS 
AND MANAGEMENT, by Roger Barton. 
(New York: McGraw-Hill Book Company, 
Inc., 1955. Pp. 434. $6.00.) 

This book is significant in that it is the first 
complete presentation of all phases of advertis- 
ing agency organization, function, operation, 
and management. 

This is not a treatise on marketing except in 
the broadest sense of the word. Present-day 
agency operation, however, is so closely tied in 
with marketing that this book will be illuminat- 
ing to all specialists in marketing and to ail 
whose responsibilities include marketing func- 
tions that are so important in our present-day 
economy. 

Each of the chapters in the book covers sub- 
jects that have been treated expansively in 
articles and books. It would not be realistic, 
therefore, to give the impression that any of the 
chapters covers any particular subject in com- 
plete detail. 

This is basically a book on the advertising 
agency business. It is a good book—a remarkably 
good book—it does an amazing job of covering 


Richard J. Hand 


so well so many subjects, but there are limita- 
tions in a volume that deals with so many vital 
phases of agency service and operation. 

it will appear to some that there is overem- 
phasis on organizational charts, forms for traf- 
fic control, and operational systems and that 
there is underemphasis on what makes good 
copy and advertising art. 

It would appear that the intense interest in 
copy and art evaluation and the extensive stud- 
ies under way on motivation and reader re- 
sponse are deserving of more exhaustive treat- 
ment in a book of this type. A chapter on moti- 
vation would have strengthened this study. More 
could have been said also on the various types 
of readership and listener studies together with 
the values and limitations of such studies, how 
they can be intelligently applied, and the direc- 
tion that further studies of this nature should 
take. 

The chapter on “Merchandising,” which is 
all-important in present-day marketing, could 
have been expanded. 

The subject of “Market Research” is not given 
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the emphasis that one would expect in a book 
of this comprehensive caliber. 

The case histories cited and the authoritative 
references are commendable and contribute a 
great deal of supporting practical background 
to the contents of the book. 

The book is authoritative, well documented, 
and is based throughout on sound practice. The 
absence of theory and speculation is refreshing. 

Those who will find this volume particularly 
interesting and useful are: 


1. Agency personnel—including management, 
planning, research, public relations, mer- 
chandising, copy, art, media, production, 
and traffic personnel—and financial interests. 

. Advertising educators, especially those teach- 
ing advertising agency operations and the 
various functions performed by agencies. 

. Librarians who are responsible for books on 
business. 

. Advertising managers who deal with adver- 
tising agencies to whom it is important to 
know what services are available by agencies 
and how agencies function. 

5. ‘Those in the graphic arts field who are sup- 
pliers to advertising agencies. 

. Personnel of independent commercial art 
studios. 

. Executives and representatives of research 
and marketing organizations. 

. Media executives and representatives. 

The staff of marketing and merchandising 
groups who function either independently 
or as a division of large companies. 

. Business executives who are interested in 
getting a clear comprehensive picture of ad- 
vertising agencies. 


Among the high spots of the book are Otto 
Kleppner’s definition of the function of adver- 
tising: “. . . to help create aud distribute the 
better values which men offer in competition for 
the buyer's selection,” and Charles L. Whittier’s 
delineation of the basic function of an adver- 
tising agency in which he said: “Our foremost 
responsibility is to provide an effective sales im- 
pact against the consuming public. And this 
sales impact is the impact of ideas—ideas ex- 
pressed in words and pictures, animate and in- 
animate, read and listened to—ideas that per- 
suade consumers to want and buy and to keep 
on buying advertised products.” Also the open- 
ing statement of Roger Barton, the author, that 
“Advertising is the arch that supports trade 
activity in America, and the keystone in that 
arch is the advertising agency.” 


The opening chapters, “Structure and Func- 
tions” and “Organization,” are well handled 
and give a brief but thorough treatise on what 
the book is all about. These two chapters, if one 
read no further, give a rather complete picture 
of modern agency operation. 

The chapter that follows on “Planning” is 
illuminating. This includes “Advertising Ap- 
propriations and the methods used in determin- 
ing Appropriations,” “Basic Sales Ideas,” “How 
Planning is Organized,” “Five Principles of 
Agency Planning,” and a specific example. 

The chapter on “Research” includes “Product 
and Consumer Research,” “Copy Research,” 
“Reader Research,” “Organization of the Re- 
search Function,” “Steps in Research Project,” 
and “How Research is Charged,” supported by 
case histories. 

Under “Copy,” specific qualifications for copy- 
writers are listed together with the relation of 
copy to other agency functions and examples of 
copy organization, 

The chapter on “Art” is concerned more with 
the organization ‘and procedures of an art de- 
partment rather than the creative aspects. 

Media Departments will find the chapter on 
“Media” helpful from an organizational stand- 
point. The functions of the Media Department 
are set forth together with the selection and 
evaluation of media and the paragraphs on how 
specific agencies set up their media departments. 

Forms used in typical mechanical production 
departments are shown in the chapter on “Me- 
chanical Production.” The entire chapter is 
packed with useful information for production 
men. 

Traffic is given a separate chapter with ten 
reproductions of forms used by agency traffic 
departments. 

The chapter on “Radio, Television and Mo- 
tion-Picture Production” will be welcomed by 
those who wish detailed information which has 
never before been available in this relatively 
new field. 

Public Relations, which is also given a sep- 
arate chapter, will be found illuminating by all 
who wish to know more about this aspect of 
agency service. Public Relations is defined as 
“the activity of a business or other organization 
in creating and maintaining good will and un- 
derstanding among the public at large and the 
organization's special publics, such as its cus- 
tomers, employees, stockholders, the press, and 
the communities where its plants are situated.” 
A pertinent sentence cited from an agency's 
statement states, “We believe that public rela- 
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tions consists of about go per cent doing the 
right thing in the right way and at the right 
time, and 10 per cent in telling about it in the 
right way at the right time.” This selection will 
be of interest to all public relations directors 
both in and outside of agencies. 

Merchandising is explained as being “con- 
cerned with helping the client develop the right 
product and the right package, with pricing it 
right and getting the proper distribution in 
sales outlets.” Covered in this section is “Rela- 
tionship (of merchandising) to Marketing,” 
“Agency Policy on Merchandising,” “Duties of 
Merchandising Department,” “Relations with 
Other Departments,” “Organization of Merchan- 
dising Function,” and “Case Problems in Mer- 
chandising.” 

A check list of seventeen points is listed in the 
selection of an advertising agency and leads off 
the chapter on “Client Relations.” Other sub- 
jects included in this chapter are: “How Agen- 
cies Select Clients,” “Services that Advertisers 
Expect of Agencies,” “Agency-Client Agree- 
ments,” “Factors in Successful Relationships,” 
and “The Account Executive.” 

The material on “Management” and “New 
Business” will be of interest primarily to adver- 
tising agency executives. 

“Personnel” is a subject of increasing interest 
to agency executives and, in fact, to all execu- 
tives. The chapter on this subject will be of wide 
interest to all who hire and train personnel. 

Financial Operations are covered in detail. 
The interest in this chapter will be largely con- 
fined to agency executives. 

Legal Problems are dealt with for the first 
time in any book of this nature from the stand- 
point management. 

The ‘9 chapters are devoted to eight 
specific ty). agencies and one specific account 
as handled by a typical agency. 

Within its limitations—and obviously there 
must be limitations in a book of such coverage 
—the content of this book in the main is excel- 
lent, especially when one takes into considera- 
tion that it is the first study of its kind to be 
made on such a broad subject. 

The book on the whole is so well handled 
that criticism must be confined largely to omis- 
sion of more detailed treatment on subjects that 
seem of relatively greater importance than other 
subjects that are covered more expansively. 
There can be no quarrel with the authenticity 
of the factual material presented—and the ma- 
terial is all factual and meticulously correct in 


statement. The author's practical background is 
reflected throughout the entire book. 


WALTER SEILER 
The Cramer-Krasselt Co., Milwaukee 


L'ORGANISATION RATIONNELLE DE LA 
DISTRIBUTION, MOYEN DE STABI- 
LISATION ECONOMIQUE (Rational Dis- 
tribution Techniques Aimed at Economic 
Stability), by Eric Bovet. (Neuchatel, Swit- 
zerland: Delachaux & Niestle, 1954. Pp. 268. 
$3-25-) 

The scope of this small book is great, no less 
than the cause and cure of economic instabil- 
ity, stagnation, and unemployment.' In the re- 
viewer's English, “the object of this work is to 
present to economists and businessmen the re- 
sults of observations made by the author since 
1989 in the area of the distribution of economic 
goods”; (p. 15)... “to describe observations 
made ... on certain manifestations of insta- 
bility and economic stagnation, on their causes 
and on means of preventing them. The study 
of economic cycles of unemployment, lack of 
purchasing power, excessive competition, cus- 
toms barriers, etc., has led to a minute analysis 
of distribution methods in use today in industry 
and commerce. It is a question of establishing 
whether these methods permit economic activity 
to attain the stability and vitality of which it is 
capable. Certain doubts exist in this regard; 
still it is necessary to prove with the desired 
precision the existence of defects in the tech- 
niques of buying, selling, and price determina- 
tion used by manufacturers and merchants (p. 
215). 

The book consists of two parts. The first is a 
rather general analysis of economic instability 
and stagnation. In it, the author presents quite 
brief and in some cases superficial condensations 
of the more important theories of the business 
cycle along with a slightly more analytical pres- 
entation of his own conclusions. M. Bovet feels 
that the chief causes of instability are the dis- 
parities between the supply of and the demand 
for goods produced and sold by firms and the 
resulting fluctuations in these firms’ rate of 
profit. Although the author places prime im- 


* Editor’s note: The marketing implications of the 
plan suggested in this book warrant careful con- 
sideration by all interested in the role of marketing 
in the American economy. Teachers may find it 
worth while to use the proposed plan as a basis for 
discussion. 
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portance on the necessity for the maintenance 
of a stable (and presumably high?) level of busi- 
ness profits, he does not make clear the precise 
sense in which the term “profit” is used and how 
it plays its assigned role in reducing instability, 
although its influence on businessmen’s expec- 
tations is suggested. At any rate, one of the most 
important causes of these fluctuations is the or- 
ganization of production and distribution in a 
modern economy. 

First, what the author terms vertical specializa- 
tion is present in most economic systems. Verti- 
cal specialization exists when the production of 
a good is divided into specialized operations 
carried on by firms which specialize in making 
particular components of the finished good all 
the way from the farm or mine to the retailer. 
Such specialization, it is claimed, prevents 
changes in demand and price from being trans- 
mitted as rapidly and completely as desirable 
from the retail level back down to all the other 
echelons of production. The resulting price ri- 
gidity is fatal to the proper functioning of the 
price system. This is undesirable in the author's 
opinion, as anything which interferes with the 
working of the price system in performing its 
classical functions tends to produce instability. 
M. Bovet has been greatly influenced by Hayek 
in his evaluation of the price as a force for sta- 
bilization. Parenthetically, it is perhaps strange 
that the decentralized decision-making charac- 
teristic of perfect competition usually held 
desirable by most supporters of the price sys- 
tem is here presented as a principal deterrent 
to its proper functioning. 

The second characteristic of modern econo- 
mies on which the author places emphasis is 
termed “production and distribution in advance 
of consumer demand.” To the extent that this 
describes the system, goods are produced in ad- 
vance of orders, that is, for inventory. This pol- 
icy forces businessmen to predict what demand 
will be, and of course they are frequently wrong 
in their estimates. To the extent that they mis- 
calculate, the rate of profit fluctuates undesir- 
ably, supply and demand are not in equilibrium, 
and unemployment and other undesirable re- 
sults ensue. M. Bovet is quite right in pointing 
out that the attendant uncertainty tends to raise 
costs of production above what they might be 
under conditions of more foreknowledge. 

In the second part of the book, M. Bovet sets 
forth his program for remedying the conditions 
described in the first. His program has two ob- 
jectives: first, to create a situation in which 
fluctuations in consumer demand are rapidly 


communicated by the price system back down 
the line to all levels of producers. Specifically, 
the author suggests that vertical specializa- 
tion should be replaced by vertical integration 
wherever possible. The claim is made that, if 
one set of decision makers such as those within 
one firm is substituted for many sets in many 
firms, there will be more rapid transmission of 
changes in demand up and down the line than 
if decision makers operate at several levels in 
different firms. 

The author's second major policy recommen- 
dation is tha: of encouraging production only 
for order in as many sectors of the economy as 
possible, keeping inventories at a minimum, 
since fluctuations in them are deemed to be 
quite destabilizing. The presumption is that 
eventually most firms would not produce for 
stock but only for order. In as many sectors as 
possible, retailing would consist primarily of the 
display of floor samples which consumers could 
examine but not purchase. Such a situation 
would prevent the risk of error in estimating 
the exact quantities to produce and would tend 
to eliminate differences between supply and 
demand. 

In addition, the author suggests a price policy 
under which prices could be synchronized with 
their costs of production. It is not clear, how- 
ever, whether he refers to long- or short-run 
costs (prices) or average or marginal costs 
(prices). 

The appendix contains an inquiry into cur- 
rent methods of distribution in the United 
States, consisting of a questionnaire sent to sev- 
eral kinds of American firms, along with answers 
received. It is impossible to evaluate the results, 
for no data are given concerning the size or 
selection of the sample. 

M. Bovet’s treatise on economic instability and 
its amelioration is a stimulating one in the sense 
that it tends to rouse the reader to action. The 
specific kind oi action elicited will depend to a 
great extent on the reader's interests. The stat- 
istician may be roused to write the author for 
figures supporting many of his statements. The 
business cycle theoretician may be stimulated to 
look back over some of the literature of his 
field to see if “that is what was really said.” The 
social philosopher may be stimulated to com- 
mend the author for some of his observations 
concerning the integration of parts of economic 
analysis with other areas of the social sciences 
and the need for increased use of the scientific 
method in economics. The reviewer is roused 
to commend the author for the candor with 


BOOK REVIEWS 


87 


which he states some of his rather startling pol- 
icy recommendations. In this day and age when 
economists are better known for their displays 
of humility over the disparity which exists be- 
tween what they know and what they do not 
know about the working of the economy, it is 
stimulating to find an economist who is so sure 
of himself that in his formal writing he is sure 
he has solved an important economic problem. 


PHILIP FAUCETT 
Northwestern University 


MARKETING OF AGRICULTURAL PROD- 
UCTS, by Max E. Brunk and L. B. Darrah. 
(New York: The Ronald Press Company, 
1955- Pp. 419. $5.50.) 

The purpose of this book, “is to enable stu- 
dents of agricultural marketing to understand 
and appraise the present marketing system and 
contribute to the development of new and bet- 
ter methods of handling the marketing job.” 
Concrete examples and research information are 
used to accomplish this task. The authors indi- 
cate that they have intentionally kept the treat. 
ment of agricultural marketing simple and fac- 
tual. The book will therefore be of more interest 
to the marketing student than to the executive. 

The book itself is divided into five main cate- 
gories. The first portion of the book discusses 
the nature of agricultural marketing, the charac. 
teristics of agriculture and consumers that affect 
marketing, and the changes that have occurred 
in the marketing system. The nature of demand 
and the measures that affect demand are also 
dealt with. These include the effect of consumer 
members, the location of consumers, the occupa- 
tions of consumers, the availability of food, and 
consumption trends on the utilization of farm 
products. 

Section 2 discusses the effect of income, qual- 
ity, occupation, location, nationality, religion, 
and age on consumption. The effect of consumer 
buying habits on consumption of various foods 
are also analyzed in this section. Of significance 
to the unmarried student may be the fact that 
evidence is presented establishing beyond all 
doubt that the wife makes the decisions on what 
to buy and what not to buy. 

The analysis of consumers’ buying habits may 
be the most useful portion of the book to the 
executive. The importance of product character- 
istics on consumption and price as well as the 
importance of trade practices and customs of 
traders on price are discussed in this section. The 


authors state that supply-demand is only one of 
the factors affecting price and that trade prac- 
tices distort the price-making functions of supply 
and demand. In general, however, the authors 
absolve the trade from any chicanery and in 
fact infer that governmental interference has a 
more deleterious effect on prices and consump- 
tion than do practices in the trade. 

Factors affecting the supply of farm products 
and the effect of variation in supply on market- 
ing are discussed in Section g. The effect of agri- 
cultural production, area of production, produc- 
tion cycles, seasonal variations in marketing, and 
the perishable nature of farm products on price 
and consumption are also discussed. Policy im- 
plications are touched on in this section and the 
authors convey the impression that the best way 
to reduce production is by reducing prices. 

Section 4 stresses the importance of marketing 
in achieving the adjustment of consumption and 
supply. The authors discuss four major kinds of 
marketing activities which are important in bal- 
ancing “demand with many quirks, with a rela 
tively fixed supply in total.” They are (1) the 
operation of price itself; (2) the process of han- 
dling the physical supplies of the product by 
storage, government control, or foreign trade; 
(4) manipulating demand by advertising and 
governmental controls; and (4) services of mar- 
keting such as transportation, buying, and sell- 
ing. The authors stress the fact that in their 
opinion prices are the most efhcient controls 
available for adjusting production and consump- 
tion. They maintain that no other method is 
more efhcient in letting producers know what 
consumers want. 

The last section deals with a description of lo- 
cal assembling, regional, and primary markets 
and the marketing channels through which agri- 
cultural products move. The cost of marketing is 
also dealt with, and the authors state that so 
called high profits are greatly “overestimated.” 
They attribute high costs of marketing to changes 
in the location of agricultural production, tech- 
nological advances, and the fact that the form 
of the product is continuously changing in ac 
cordance with consumer demands. This section 
also includes a discussion of means by which 
marketing costs can be reduced and markets ex 
panded. The position is taken that various mar 
keting cconomies have been largely offset by ris 
ing costs of labor and changing consumer 
demands. No mention is made of changes in busi- 
ness concentration and the competitive structure 
of the business economy. 

The authors conclude that markets can be ex- 


il 


88 


THE JOURNAL OF MARKETING 


panded by advertising, by the introduction of 
new products, by merchandising techniques, by 
improved quality, and by government action. 
Major areas for increased efficiency in the au- 
thors’ minds are increasing the size of business, 
introducing new handling methods, proper loca- 
tion of the business, efficient organization and 
optimum layout of the plant and equipment, 
improvement in management techniques and 
work methods, sound financing, and integration 
of present marketing agencies. 

This book is largely descriptive in nature. An 
analysis of why particular behavioral patterns 
are prevalent is largely lacking. As such, this 
book will probably be of primary interest to be- 
ginning students of agricultural marketing. The 
trade will, however, find useful material in the 
sections dealing with consumer behavior, con- 
sumer buying practices, and consumers’ food 
habits. 

The authors seem to vary their approach in 
different sections of the book. For instance, on 
page 93 they state that the consumer is not com- 
pletely rational and often buys as a result of 
suggestion. On page 197, however, they infer 
that the producer must depend upon the con- 
sumer to tell him what will be paid for various 
qualities. This in turn is questioned on page 131, 
where it is reported that individual groups of 
consumers bought almost as much of the same 
quality at high prices as at lower prices. 

Other sections which may provoke discussions 
include the portion dealing with the economics 
of supply. The authors categorically state that 
when production is high, agricultural prices are 
relatively low and when production is low, 
prices are relatively high. They thus infer that 
agricultural production does adjust to changes 
in price. Many feel that prices can scarcely be re- 
garded as an effective tool for achieving a proper 
allocation of resources. The dominant drive of 
most farmers may well be to maintain output at 
the limit of physical capacity in hopes of maxi- 
mizing profits, rather than attempting to adjust 
production in line with changes in the price of 
inputs and outputs. In this connection it is in- 
teresting to note that in the postwar years, agri- 
cultural prices have been both relatively high 
and low while production has been uniformly 
high, thus suggesting that factors on the demand 
side may have had more to do with changes in 
price than factors on the supply side. 

The statement in Chapter 10 that the basic 
reason for abnormal carryover is high prices in- 
duced by governmental support programs will 
also be questioned by many. Facts not mentioned 


are: that high farm output was stimulated by 
World War II, the Korean War, and postwar 
food relief; that we have suffered a loss of foreign 
markets because of increased production abroad; 
and that we face an independent movement of 
marketing margins relative to farm prices. Also, 
the authors themselves point out on page 160 
that only one fourth of the change in crop pro- 
duction is due to intentions and three fourths 
to weather. 

Of interest to the trade may be the authors’ 
inference that there is a greater degree of busi- 
ness competition now than in the “horse and 
buggy days.” Yet, at the very end of the book, 
the statement is made that very little is known 
about competition and that some degree of im 
perfect competition exists today. In general, the 
authors apparently feel that governmental ac- 
tion and interference have had far more to do 
with increasing costs and prices than have large 
profits on the part of “monopolistic firms.” The 
authors state that taxes reduce the consumption 
of farm products. The possibility that fiscal, 
monetary, and tax policies of government may 
have increased the level of purchasing power is 
not mentioned. 

Recommendations of the authors for more 
“efhcient price reporting in order to make the es- 
tablished price easy to arrive at and fair to all 
parties” are certainly sound and should com- 
mand the attention of the reader. Likewise, the 
stress that is placed on the necessity for study of 
consumers’ buying habits and study of the effect 
of various merchandising and advertising tech- 
niques on consumption should also receive spe- 
cial commendation. Moreover the inference that 
high quality is not always a paying proposition, 
that the sales of new products may often de- 
crease sales of old products, and that industry- 
wide advertising of agricultural products may 
have limited value will undoubtedly stimulate 
worth-while discussion and thought. 

This book does provide useful information 
and data relative to agricultural marketing. Per 
haps because “every attempt has been made to 
keep the treatment simple,” the emphasis has 
been more on description than on analysis. 


TRUMAN F. GRAF 
University of Wisconsin 


PROFIT ANALYSIS, DISTRIBU TION COSTS 
AND WORKING PAPERS, by Frederick 
M. Eisner. (White Plains, N. Y.: Frederick 
Eisner, 1953. Pp. 364. $10.00.) 


The past few years have witnessed a broad 
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and rapid growth of interest in distribution cost 
analysis. ‘This has been the central subject of in- 
numerable forums, a favorite convention topic, 
and the theme of many articles and brochures. 
All of these have contributed to an understand. 
ing of the purpose, the values, and the general 
principles of cost analysis. The few books on the 
subject have gone deeper, presenting cost analy- 
sis systems, illustrations, and explanations of use 
of cost findings in determining policy. But Mr. 
Eisner’s is the only full-length book in the 
writer's knowledge devoted primarily to the 
working details involved in comprehensive cost 
analysis work, As such, it merits the attention of 
those whose interest in the subject is serious and 
who are prepared to study operating details. 

Mr. Eisner calls his book a “manual” which 
“(1) describes methods used in preparing work- 
ing papers; (2) presents a complete set for illus- 
trative purposes; (3) shows how a distribution 
cost system can be developed; and (4) shows how 
reports, schedules, and statements can be ob- 
tained thereirem.” 

The author's task is a peculiarly difficult one 
because there is not yet a well-established and 
generally accepted set of principles upon which 
cost systems can be based. Divergent ideas have 
been advanced over the years. Yet, to illustrate 


detailed steps in cost work, he must employ a. 


general procedure of his own. Many people (par- 
ticularly in marketing) may disagree with the pro- 
cedure shown in the book; but this fact should 
not be allowed to obscure the real contribution 
it makes. The details of cost analysis work are 
quite complex, and we can all learn from Mr. 
Eisner, even though we may choose to adapt his 
work approach to our own cost systems. 

The author is an accountant; his book is ad- 
dressed primarily to accountants. It is not easy 
reading for the average marketing student, and it 
contains little discussion of marketing manage 
ment or of the policy questions so often raised in 
writings in this field. Attention is centered most 
particularly upon the determination of market 
ing cost and profit by departments and by prod. 
ucts. Every effort is made to charge costs directly 
to products in the first instance and depend as 
little as possible upon allocations. Methods of 
cross-checking work are frequently noted. These 
facts, of course, make the detailed methodology 
appear more burdensome than would be the case 
if the author more willingly accepted allocation 
and left cross-checking to the readers. 

Cost and profit determination by customer 
classes receives less attention than similar figures 
for products. Little is said about profitability by 


unit of order. The procedures shown contem- 
plate continuous product cost analysis through 
a notation of proper function and product 
charges on every expense voucher as it is paid. 

The author's discussion of standard distribu- 
tion costs and simple variance analysis is unusual 
and helpful. 

The book itself is lithographed rather than 
printed; but it is nice in appearance and quite 
readable. No less than 100 pages of illustrative 
tables appear at the end of the text. The great 
expense involved in setting such tables in type 
may account for the lithographing procedure. 
The tables are quite necessary to an understand- 
ing of the text and must be referred to constantly 
in the course of reading. 

It is easy to criticize the work of pioneers in a 
new field; and this book will undoubtedly re- 
ceive criticism. Those serious students of distri- 
bution cost analysis to whom this book is «i 
rected, however, will find it makes a definite 
contribution to their thinking. 


DONALD R. LONGMAN 
Atlantic Refining Co., Philadelphia 


LAYOUT (grd Edition), by Charles J. Felten. 
(New York: Appleton-Century-Crofts, Inc., 
1954- Pp. 172. $6.00.) 

The first two editions of Layout, which were 
published privately by the author, were well re- 
ceived. This (student's) edition, which contains 
some interesting new material and a number of 
new illustrations, should gain equal acceptance. 
Felten has done well in his stated effort ‘to pre- 
sent this discourse on layout in an elementary 
yet informative manner, so as to benefit every 
printing planner.” 

Especially good is the new section added to his 
material dealing with color. Since most prelimi- 
nary layouts in practice are done in black and 
white, it is reasonable to find these illustration 
thus presented. Students, and especially begin- 
ning students, would derive more benefit from 
the examples if they were in actual color, 

In common with most books on layout, Fel. 
ten’s does not give much attention to newspaper 
layout problems—cspecially multiple-item de- 
signs frequently needed by grocers, clothiers, 
hardware stores, and similar types, His presenta- 
tion of ideas for magazine and direct mail lay- 
outs is fine. Much attention is given to small 
space design, an admirable advantage over some 
of the other layout books, 

Layout is divitled into eight parts and thirty 
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sections, or chapters, as follows: Part One—Pur- 
pose—Functions of Layout; Scope of Layout; 
Layout Styles; Layout Shapes (new in this edi- 
tion); Part Two—Working Materials—Tech- 
niques; Fundamentals of Lettering; Thumbnails 
—Roughs—Visuals; Part Three—Analyzing the 
Copy; Choosing the Layout Style; Evaluating 
Display Importance; Part Four—Basic Design 
Requisites—Proportion, Balance, Contrast, 
Rhythm, Unity; Facing Page Layouts (new in 
this edition); Part Five—Allotment of White 
Space; Positioning the Trade-Mark; Ornamen- 
tation; Reverse Backgrounds—Toned Areas; 
Part Six—Photography—Retouching—Art Work; 
Cropping and Positioning Photographs; Pic- 
torial Perspectives (new in this edition); Apply- 
ing Hand Lettering—Initial Letters; Reproduc- 
tion Proofs—Photoprints—Photostats; Photoen- 
graving—Other Reproductive Processes; Part 
Seven—A Short Study of Types; Fitting Copy to 
Text Areas; Achieving Effects with Typographic 
Material; Part Eight—Color—Its Effective Appli- 
cation (six new pages added in this edition); Se- 
lecting Paper Stock; Marking the Layout and 
Copy; Practicability and Flexibility; The Quick 
Brown Fox. 

Felten has done an admirable job of present- 
ing the basics of layout including generous por- 
tions of descriptive matter dealing with actual 
technique. Noteworthy among these contribu- 
tions are the tips on cropping, positioning, indi- 
cating tonal backgrounds, using T-square and 
triangle to guide lettering, “building up” letters, 
handling pen and brush, and tracing. 

The third edition of Layout is a worthy addi- 
tion to any collection of advertising design lit- 
erature. It is enough of an improvement over 
preceding editions to warrant replacing them. 
There are enough different ideas in it to justify 
adding it to a ready-reference list. It is sufficiently 
simple for the uninitiated who want to acquire 
layout fundamentals. 

Cc. D. FORREST 


Indiana University 


INTERVIEWING IN SOCIAL RESEARCH, 
by Herbert H. Hyman with William J. 
Cobb, Jacob J. Feldman, Clyde W. Hart, 
and Charles Herbert Stember. (Chicago: 
University of Chicago Press, 1954. Pp. 407. 
$8.00.) 

This is an important contribution to the total 
field of social science. Much of the work is ori- 
ented toward problems of interviewing in opin- 
ion research insofar as there is a distinction be- 
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tween interviewing in opinion research and 
marketing research. 

At the outset, the authors point out that in 
demonstrating errors in methodology, they hope 
to indicate an advance in scientific maturity on 
the part of the practitioners of this technique. 
In this, they caution against the all-too-glib crit- 
ics of survey research who, finding errors in inter- 
viewing techniques, try to cast doubt on the 
total validity of the interviewing process. 

Though the authors have been very creative 
and imaginative in some of the solutions they 
have suggested for interviewing problems, per- 
haps we should inveigh against those methodo- 
logical critics who feel that their total aim in life 
is somehow to demonstrate errors in method- 
ology without feeling any compulsion to suggest 
creatively new techniques which get around the 
difficulties observed. 

One recalls the statement by Morris Cohen of 
some years ago, that “the safety of science de- 
pends on the existence of men who care more 
for the justice of their methods than any results 
obtained thereby.” The limitation of this idea is 
that safety is a necessary but not a sufficient cause 
toward the advance of methodology. 

All considered, the authors do prove that in- 
terviewing is a most useful and valid instrument 
of investigation in the social sciences. Many peo- 
ple, it seems, miss the significance of interviewing 
in that they think that bias is simply the result 
of interviewer respondent interaction. Actually, 
the completed questionnaire is a report of a 
three-way interaction, namely, the interaction 
between the questionnaire at one corner of the 
triangle, the interviewer at the other corner, and 
the respondent at the third. In good interview- 
ing, emphasis should be on the interaction be- 
tween questionnaire and respondent and de- 
emphasis on the interaction between interviewer 
and questionnaire and interviewer and respond- 
ent. Some of the inaccuracies that occur in inter- 
viewing come from overlooking the significance 
of questionnaire design in de-emphasizing  in- 
terviewer respondent interaction. 

The reviewers had some difficulty with the au- 
thors’ use of terms such as beliefs, ideology, ex- 
pectation, cognition, and motivation. For in- 
stance, the authors use ideology as synonymous 
with what you want to happen. In some ways 
this seems to be a limited definition of the term. 
However, given the authors’ use of the words 
ideology and expectation, there are some very 
interesting findings, for they have shown that, 
while traditionally it was thought that inter- 
viewer's ideology influenced the results he ob- 
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tained in the interview, it is the interviewer's 
expectation of the respondent that has a greater 
effect on the results. Thus, when an interviewer 
has an expectation of a certain complex of an- 
swers from a certain “kind” of respondent, it 
seems to have an effect upon the results, whereas 
the interviewer's own ideology and personal be- 
liefs fortunately do not greatly affect the results. 

The point that interviewer ideology does not 
appreciably affect results while interviewer 
expectation does affect results, though undoubt- 
edly true from what' the book is able to demon- 
strate, in places is somewhat labored. For in 
stance, in one place, the authors assume that the 
interviewer's own home practices affect his ex- 
pectation of the respondent's practices; there- 
fore, they equate home practices with expecta- 
tion without eliminating the possible effect of 
interviewer ideology. 

The point that expectation affects results far 
more than almost any other thing in the inter- 
view is extremely important. Its importance lies 
not so much in that an interviewer may expect 
the respondent to answer Question 6 “yes,” and 
therefore get too many yeses in response to 
Question 6. Most survey research is analyzed in 
terms of cross-tabulations and not in terms of 
the gross number of yeses and noes to a given 
question. Where the interviewer bias of expecta- 
tion becomes serious is when the interviewer, 
having gotten a yes to Question 6, expects a cer- 
tain kind of answer to Question 12 or, having 
gotten a no in Question 6, expects a certain kind 
of answer to Question 12. 

In this case, we have a second-order bias. It 
does not matter quite as much if Question 6 and 
Question 12 were each biased. The serious prob- 
lem comes where a relationship between Ques- 
tion 6 and Question 12 is introduced because of 
the interviewer's expectation of how the results 
of these two questions should correlate. It is pre- 
cisely in these cross-tabulations where we note 
relationships that the most important and useful 
analyses of market research take place. 

What the authors have to say about rapport is 
certainly refreshing. They point out that there 
are two kinds of rapport that can exist between 
interviewer and respondent. One is a task-ori- 
ented rapport of getting the job done in an ob- 
jective kind of way and the other is a personal, 
friendly type of rapport. Task-oriented rapport 
tends to lead to less biased results and more efhi- 
ciency in getting the job done. A friendly type of 
rapport tends to lead the respondent into mak- 

ing expectations about the kind of answers the 
interviewer might want or even to a form of per- 


sonal interaction such as might occur in a highly 
formal social situation where people are ex. 
changing niceties rather than “giving out” with 
their own ideas. 

On the problem of structured versus unstruc- 
tured interviewing in large-scale market re- 
search, we can infer from what the authors point 
out that the loss in reliability as we use less and 
less structure in our interviewing technique can 
reach disastrous proportions. Indeed, the con- 
cept of more skill in interviewing, as in clinical 
interviewing, often leads to a point where we 
have such great lack of uniformity of how each 
interviewer performs his “art” that we sacrifice 
much reliability in pursuing perhaps an unat- 
tainable validity. To this we could also add the 
practical point that the great increase of cost in 
unstructured interviews tends to reduce the 
amount of funds and time available for attaining 
an adequately large sample, thus reducing the 
statistical reliability of our results, 

The book gives excellent coverage and docu- 
mentation of what is known of good procedures 
for reducing interviewer bias and decreasing 
inter-interviewer variance, They show, for in- 
stance, that experienced interviewers tend to get 
more accurate results. This would lead us to be. 
lieve that such interviewers go at the job not asa 
part-time fill-in but in some sort of a career way. 
It also points out that better results are obtained 
if interviewers are not working under too great 
pressure in terms of the rewards they receive. 

One interesting practice, the results seem to 
document, is that probability sampling leads to 
more accurate results—not only for statistical rea- 
sons but for the reason that by probability sam. 
pling the interviewer has less expectation of the 
kind of respondent he is talking to and thus 
avoids the biases from this quarter. 

In addition, the book highlights the value of 
standardized probes and points out the value of 
small interviewing assignments. 

This is an excellent book well worth reading. 
The reviewers hope that it will be one of a series. 

J. STEVENS STOCK 
MORTON NOVICK 
Alfred Politz Research, Inc. 


RETAIL TRADING IN BRITAIN 1850-1950, 
by James B. Jefferys. (New York: Cam- 
bridge University Press, 1954. Pp. 497. 
$9.50.) 

This volume offers a great deal both to those 
who like detail and to those who like a broad 
look at the forces which bring about, over time, 
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the kind of retail structure serving an economy— 
in this case, Britain. 

The volume is simply planned. The first three 
chapters summarize the main features of the 
developments in retailing in Britain and are 
followed by detailed studies of the evolution of 
individual trades. Chapter I covers the years 
from 1850 to World War I (1914). The second 
time span treated (Chapter II), from 1914 to 
1939, highlights the rise of large-scale retailing 
and the causes which brought it about. Then 
comes a treatment (Chapter III) of the period 
of World War II and the immediate postwar 
years, 1939-1950. The remaining portion of the 
book, which contains sixteen of the nineteen 
chapters, has to do with individual trades. 
These chapters, which are too numerous to dis- 
cuss in detail here, are interesting and informa- 
tive treatments of specific sectors of the retail 
market and show in considerable fineness the 
ups and downs—the adaptions and lack of adap- 
tions—of certain institutions to the internal and 
external economic forces over the hundred years 
in question. 

The author's principal concern is to show 
how the “. . . small scale of the units engaged, 
the emphasis on the skill and expertness of re- 
tailing, the higgling as to price, and the im- 
portant role played by open markets” of the 
mid-nineteenth century changed into the retail 
structure of today, characterized to a consid- 
erable extent by large-scale distributive organ- 
izations—the department store, the Co-operative 
Societies, and the multiple shop organizations. 
“While the role of the small retailer is not en- 
tirely neglected, the emphasis throughout is on 
the development, problems, and significance of 
large-scale retailing.” This transformation is the 
result, broadly speaking, of two forces—one ex- 
ternal and the other internal to the retail struc- 
ture. “On the one hand the distributive trades 
were compelled to adapt themselves to the shifts 
and changes in the economic and social struc- 
ture of the country, On the other hand the dis- 
tributive trades possess their own dynamics, and 
the methods and techniques evolved in their 
turn hastened or delayed changes in the organ- 
ization. These factors were interacting. . . .” 

There is space here merely to point out a few 
examples, ‘The interested reader will be well 
rewarded by reading the book in detail to find 
out what an admirable job Mr. Jefferys has 
done. 

In 1900, only 10-12 per cent of retail trade was 
done by the large-scale retail institutions—that 
is, the Co-operative Societies, the multiple shop 


organizations, and the department stores. How- 
ever, by 1950, the share of total retail volume 
going to these institutions had risen to almost 
49 per cent. One of the prerequisities to the 
growth of the Co-operative Societies and multi- 
ple shops was a large stable demand. The in- 
creasing industrialization of Britain from 1850 
on furnished a mass market in the form of in- 
dustrial workers receiving relatively steady in- 
comes, and (equally necessary for multiunit 
growth) this working class formed a rather 
homogeneous group relative to basic commod- 
ities, especially foodstuffs. Further, and again 
equally important for the growth of multiunit 
retailing, this demand was quite similar in all 
urban markets. Department store growth, on 
the other hand, needed a strong demand for 
fashion and style goods and other nonfood ar- 
ticles of better quality. The growing middle 
class of clerks, civil servants, and rentier groups 
furnished this demand. 

The increasing growth in the output of fac- 
tories plus the great increase in imported goods 
(especially foodstuffs) created such a flow of 
merchandise that traditional channels could not 
handle the volume, so it spilled over into new 
forms of distribution. “. . . the new demands 
began to be supplied in novel ways and radical 
shifts took place in the traditional division of 
distributive functions between manufacturer or 
producer, wholesaler and retailer.” 

This latter notion—the shifting of functions 
in the channels—is dwelt on by the author to 
show how prepackaging, preselling, and pre- 
pricing (including price maintenance) to a 
marked degree turned the nature of retailing 
from a specific skilled task (that is, skill in retail- 
ing shoes or meat or clothing) into a generalized 
skill of managing. “Craftsmanship retailing be- 
gan to be replaced by commercialized retailing.” 

The above remarks can do little more than 
hint at the nature of the analysis contained in 
the volume. Not only in the first portion which 
is concerned with a general over-all approach 
but also in the individual treatment of specific 
retail institutions which constitutes the second 
half of the volume, the author has furnished 
many interesting and fruitful analytical inter- 
pretations while not neglecting the workaday 
recital of facts and figures. 

For those interested in the machinery of 
British distribution—large-scale as well as small 
independents—this volume will be a valuable 
source. To take one trade as an example, the 
chapter devoted to the meat trade offers data on 
consumption per head of population of the 
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United Kingdom, 1900-1950; an estimate of the 
number of multiple shops in the trade; the rate 
of increase in the number of branches; and an 
estimate of the shares of the total retail sales of 
teat and meat products done by the Co-opera- 
tives, the multiple shops, and other retail in- 
stitutions. 

The individual trades studied are: grocery 
and provisions trade; fruit and vegetables and 
fish trades; chocolate and sugar confectionery 
trade; bread and flour confectionery trade; meat 
trade; milk trade; tobacco trade; newspaper, 
periodical and magazine, stationery and book 
trades; clothing trades; footwear trade; chem- 
ists’ and druggists’ trade; sewing machine, bi- 
cycle and perambulator, radio and electrical 
goods trades; jewelry, toy, sports goods, and 
fancy and leather goods trades; furniture and 
furnishings trade; household goods and house- 
hold stores trades. There are also appendices 
dealing with methods of research and sources, 
definitions, and similar matters. 

For those who have read Mr. Jefferys’ The 
Distribution of Consumer Goods, this will be a 
welcome second volume. One need not be in- 
terested in retailing in Great Britain to gain 
from reading this book. One need only be in- 
terested in marketing in general, for in many 
ways this volume is a marketing treatise more 
general than its title indicates. 


PERRY BLISS 
University of Buffalo 


CONTRIBUTIONS OF SURVEY METHODS 
TO ECONOMICS, by George Katona, Law- 
rence R. Klein, John B. Lansing, and 
James N. Morgan. (New York: Columbia 
University Press, 1954. Pp. 269. $5.00.) 


The book consists of five essays by authors 
who at the time of writing were members of 
the Survey Research Center at the University of 
Michigan. The essays (with the exception of 
the last) relate exclusively to concepts under- 
lying the Surveys of Consumer Finances or to 
empirical research based upon data from these 
surveys. There are, however, important and 
sobering general lessons for all who use the 
survey as a research device; the lessons relate to 
the great difficulty of fitting survey data to use- 
ful economic concepts and analyzing them in 
accordance with the theoretical bases of statisti- 
cal inference. 

Lansing’s essay, “Concepts Used in Surveys,” 
focuses on the major operational definitions in 


the Board of Governors of the Federal Reserve 
System's annual Surveys of Consumer Finances. 
Much of this material has been presented else- 
where! but nowhere else so completely or with 
such a clear exposition of the problems con- 
fronting the economic research worker who 
must choose among alternative economic con- 
cepts according both to the dominant purposes 
of the research and to the possibilities of secur- 
ing meaningful data from respondents. For ex- 
ample, should the income and assets of unin- 
corporated businessmen be treated as a single 
aggregate, or should some attempt be made to 
separate the business and personal components? 
Should married children living with their par- 
ents be considered as part of the economic unit 
with their parents, or should they be considered 
a separate economic unit? Should outlays on 
durable goods be considered in part as saving or 
entirely as expenditures? Which assets are liquid 
enough to be included in the category of liquid 
assets? Although this essay does not include any 
of the contributions of survey methods to eco- 
nomics, it does provide some enlightenment on 
the Surveys of Consumer Finances and on the 
problems of designing economic surveys. 

The second essay by Professor George Katona, 
entitled “Variability of Consumer Behavior and 
the Survey Method,” contains a “theory” of con- 
sumer behavior, some data which bear obliquely 
upon its validity, and some comments upon the 
usefulness of economic surveys. The theory can 
be represented by two propositions: (1) Some 


‘consumer outlays are more variable than others. 


(2) The variable outlays are determined more 
largely than the less variable outlays by con- 
sumer attitudes; the less variable are more 
largely determined by income and well-known 
demographic variables. Katona distinguishes be- 
tween outlays for consumption and “outlays” 
for saving or investment. Increased income lev- 
els, liquid asset holdings, credit availability, and 
innovations in consumers’ products have in- 
creased the relative importance of variable out- 
lays in recent years. 

About the first of the two basic propositions, 
there is universal agreement. Katona speculates 
upon the specific kinds of outlays which are 
relatively variable and considers evidence on 
this point from two consecutive Surveys of Con- 


*Goldsmith, Selma F. “Appraisal of Basic Data 
Available for Constructing Income Size Distribu- 
tions,” Conference on Research in Income and 
Wealth, vol. 13, pp. 266-372, 1951. 

Methods of the Surveys of Consumer Finances, 
Federal Reserve Bulletin, July 1950. 
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sumer Finances in which a substantial number 
of the same spending units were interviewed in 
both years. These data provide some justifica- 
tion for his listing of habitual outlays (less vari- 
able) and outlays of choice (more variable). 

With regard to the second of the two proposi- 
tions, the evidence is much less persuasive. Ka- 
tona’s statements are that habitual money out- 
Jays are a function of income and other familiar 
economic and demographic variables and that 
variable outlays are, on the other hand, de- 
pendent to a much greater extent on consumer 
attitudes. Furthermore, he states that changes 
in these attitudes are not fully determined by 
prior changes in the economic environment, 
This belief is subjected to an admittedly weak 
test by reference to the data presented in this 
chapter from the 1948 and 1949 Surveys of Con- 
sumer Finances. (A belief in the validity of this 
proposition underlies the recent use by Katona 
of psychological indices of consumers as pre- 
dictive tools.) 

The second major section of Katona's essay 
concerns the variability of consumer behavior. 
These data are “not in the form most suitable 
for testing the underlying assumptions presented 
in the first section [the section on theory] of this 
chapter.” In fact, the evidence provides no test 
at all of the second proposition while the first 
needs no test. The data indicate that identical 
spending units vary their contractual saving less 
than other forms of saving such as additions to 
liquid assets. Expenditures by the same spending 
units on durable goods vary each year much 
more than their expenditures for rent, food, or 
clothing. It has long been widely believed that 
annual outlays for automobiles, for example, 
vary much more than annual outlays for food, 
clothing, and shelter, Of greater interest for some 
purposes is whether consumption of durable 
goods varies more than consumption of nondur- 
able goods. 

The final section of the Katona essay is in large 
part a condensation of a monograph published 
in 1953.2 These data do bear on the validity of 
the earlier assumptions regarding the usefulness 
of data on attitudes in predicting more variable 
outlays. The essay indicates that it would have 
been possible to interpret plausibly data on 
whether or not it was a good time to buy major 


* Katona, George, and Eva Mueller, Consumer At- 
titudes and Demand, 1950-1952. Survey Research 
Center, Institute for Social Research, University of 
Michigan, 1953. 


durables so as to predict correctly the direction 
of change in the volume of their purchase. 

The third and fourth essays, by James N. Mor- 
gan and entitled, respectively, “Factors Related 
to Consumer Saving When It Is Defined as a Net 
Worth Concept” and “Analysis of Residuals 
from ‘Normal’ Regressions,” are beautiful and 
exhaustive analyses of survey data. Saving in 
these analyses, in contrast to the conventional 
Survey of Consumer Finances definition, in- 
cludes outlays on durable goods and housing. 
Morgan indicates very well the difficulties of 
treating satisfactorily survey data which are com- 
plicated, somewhat ambiguous, and occasionally 
of uncertain accuracy. Morgan first attempts to 
ascertain the effect on saving of a variety of eco- 
nomic and demographic variables in order to 
eliminate the effect of those of the greatest im- 
portance and to subject the variation unex- 
plained by those variables to an analysis of vari- 
ance. He found that income, expected income, 
and place of residence (classified by city size) 
were the most important strategic variables, and 
it was variation in saving unexplained by these 
variables that was subjected to an analysis of 
variance. The major findings were that the vari- 
ables of the greatest importance and best subject 
to measurement were those just mentioned, 
home ownership, size of liquid asset holdings, and 
something known as “demographic structure” (a 
combination of age and number of adults and 
children in a spending unit). Morgan asks him- 
self whether the shortcomings of the data and the 
imperfectly met assumptions of statistical theory 
which are used are so great as to make his results 
unacceptable, He answers by saying that certain 
broad conclusions can be accepted with confi- 
dence. He presents enough evidence for the 
reader to form his own judgment, and the con- 
clusion seems reasonable. 

The fifth essay, by Lawrence R. Klein and en- 
titled “Statistical Estimation of Economic Rela- 
tions from Survey Data,” contains much of the 
same information as was presented in two earlier 
articles. This more recent essay is an attractive 


* Subsequent study by Lawrence Klein and John 
B. Lansing (unpublished manuscript, “Decisions to 
Purchase Consumer Durable Goods”) indicates on 
the basis of an elaborate regression analysis that the 
only data on so-called “attitudinal factors” which 
made a significant marginal contribution to the 
ability to predict purchases of consumer durable 
goods were data on intentions to buy. 

* Klein, L. R., and J. N. Morgan, “Results of Al- 
ternative Statistical Treatments of Sample Survey 
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package for the earlier articles and has a little 
more detail on the reasoning underlying the 
type of analysis that is used. Klein presents a 
model for consumer saving behavior in which the 
economic variables considered are saving, in- 
come, assets, debt, and income change; the de- 
mographic variables are age of head of house- 
hold, size of household, race of head of house- 
hold, education of head of household, and mari- 
tal status; attitudinal variables are expected in- 
come change, reception of past income change, 
general economic outlook, expected price 
change, and feeling of economic security; mixed 
variables are occupation and home ownership 
state. Klein presents regression analyses employ- 
ing data defining these variables, indicating the 
reasons for the choice of the particular model 
used and his qualifications about results. The 
results themselves are substantially complete in 
the articles referred to. 

The final essay is by Klein and is entitled “Ap- 
plications of Survey Methods and Data to the 
Analysis of Economic Fluctuations.” In this es- 
say, Klein presents a brief and nontechnical dis- 
cussion of the problem of combining micro-eco- 
nomic data for surveys with macro-economic 
data for the purpose of understanding and pre- 
dicting business fluctuations. 

In summary, this volume contains some inter- 
esting methodological discussion and substantive 
findings, deriving largely from work done at the 
Survey Research Center on data from the Sur- 
veys of Consumer Finances. Three general com- 
ments seem in order: (1) The value of the book 
would have been increased by reference to and 
discussion of work done elsewhere on the data 
from the Surveys of Consumer Finances. All of 
the actual forecasting of consumer expenditures 
has been done by the staff of the Board of Gov- 
ernors of the Federal Reserve System (primarily 
by Irving Schweiger), and a consideration of the 
impressive record which has been compiled and 
of its implications for a judgment of the value 
of the data from the Surveys of Consumer Fi- 
nances would have been useful to the reader of 
this volume.® (2) Further, work by Selma Gold- 


Data,” Journal of American Statistical Association, 
December 1951, Vol. 46, p. 442. 

Klein, Lawrence R., “Estimating Patterns of Sav- 
ings Behavior from Sample Survey Data,” Econome- 
trica, October 1951, Vol. 19, p. 498. 

* An article by Irving Schweiger dealing with these 
forecasts is “The Contributions of Survey Anticipa- 
tions in Forecasting Consumer Demand,” Studies in 
Income and Wealth (Princeton: Princeton University 
Press, 1955), vol. 17. 


smith and Irwin Friend has contributed greatly 
to an understanding of the relationship between 
data from the Surveys of Consumer Finances 
and other better known facts (for example, na- 
tional income data from the Department of 
Commerce) and indicates, among other things, 
some of the shoricomings of the data on saving 
from the Surveys. References to these works 
would have seemed appropriate. (3) The bibliog- 
raphy at the end of the book is a little puzzling. 
The list omits all of the work referred to above 
—presumably on the ground that they are not 
from the Economic Behavior Program of the Sur- 
vey Research Center—but includes articles from 
the Federal Reserve Bulletin which were written 
by members of the staff of the Board of Gov- 
ernors. These shortcomings—if they be shortcom- 
ings—do not mean that the book is not an inter- 
esting and valuable work. 
JAMES H. LORIE 


University of Chicago 


MARKETING OF AGRICULTURAL PROD 
UCTS by Richard L. Kohls. (New York: 
The Macmillan Company, 1955. Pp. 399. 
$5.25.) 

This is one of three new introductory texts in 
agricultural marketing to be published this year. 
‘The addition of these books puts the teachers of 
courses in this area in the fortunate position of 
having several good texts to choose from. 

This book is definitely designed as an elemen- 
tary text, assuming little prior knowledge o! 
either economics or the over-all agricultural pic. 
ture. It is very easy to read and students will find 
it interesting. It is a text for the teacher who 
likes to start the student with a good over-all 
picture of agricultural marketing and then con- 
centrate on particular problems or cases using 
supplementary materials. Kohls has helped in 
this respect by providing numerous footnote ref- 
erences to pertinent bulletins and other source 
materials, 

The book is more descriptive than analytical. 
Many illustrations drawn from empirical studies 
are used adding current interest. However, the 
extensive use of descriptive data tends to date 
the book. Most of the data represents the agri- 
cultural market as it was in 1950 or before. For 
example, the conclusion that the total quantity 
of food consumed per person increases as in- 
comes rise (p. 39) is based upon 1935-96 and 1942 
data with families with $5,000 incomes in the up 
per income group. Today, over half the families 
in the United States have incomes over $5,000 
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and there is little evidence that per-capita quan- 
tities of food consumed continue to increase with 
incomes at these higher income levels. Perhaps 
this just illustrates the dynamic nature of mar- 
keting and the continuing need for new up-to- 
date texts. 

The book is divided into three parts. Part I 
(5 chapters, 66 pages) deals with the framework 
of the marketing problem for agricultural prod- 
ucts. In this section, the complexity of the mar- 
keting problem, the costs of marketing, and 
something of the nature of consumers’ demand 
and agricultural production are discussed. 

Part II (g chapters, 134 pages) deals with some 
functional problems. Four chapters deal with 
competition and price determination, while the 
others deal with standardization and grading, 
market information, transportation, storage, and 
risk. 

Part III (11 chapters, 170 pages) deals with 
specific commodity and institutional problems. 
Livestock, dairy, poultry and eggs, grain, cotton, 
and tobacco each get a chapter. In each case, the 
particular characteristics of the product are con- 
sidered in relationship to the institutional set- 
ting and marketing functions. It is the only re- 
cent book devoting a chapter to the interesting 
case of tobacco marketing. The rest of the section 
deals with cooperatives, government, food proc- 
essing, wholesaling, and retailing—the last, an in- 
teresting, but not too adequate, summary. 

This organization represents a strained but 
fairly effective attempt to combine the func- 
tional, commodity, and institutional approaches 
to marketing. 

Because it is easy to read and yet well spiced 
with factual data on this important part of the 
American market, parts of this book might also 
be used as supplementary reading in general 
marketing courses. This is especially true of the 
chapters on production and those dealing with 
commodities, It should be remembered that a 
large percentage of American businesses deal in 
some farm product or sell to farmers. Marketing 
practitioners in business will also find it a useful 
introduction to this area of marketing. 

A serious criticism is that an important part 
of the farmer's marketing problems has been 
excluded from this text. Almost nothing is said 
about the markets in which farmers buy their 
production inputs. The objective of providing a 
text on marketing from the farmer's point of 
view would call for some coverage of this area. 
To be fair, it should be noted that Kohls has 
been no different in this respect than most other 
writers. It is unfortunately true, too, that very 


little research has been done in this important 
area of marketing. 

Another shortcoming of this and other texts in 
the field, in the reviewer's opinion, is the lack 
of comparisons between American mar} eting 
and marketing in other countries. A real appre- 
ciation of the American marketing system comes 
only with such comparisons. At the same time, 
there are some features of foreign marketing 
methods which might well be considered here in 
the United States. 

Most other comments would be on points of 
emphasis and detail, which, as Kohls indicates 
in his preface, any instructor worth his salt 
should add. 

On the whole, it is a satisfactory, though light, 
introduction to agricultural marketing and 
should receive consideration, along with the 
other new books, from all instructors teaching 
in this field. 

JAMES D. SHAFFER 
Michigan State University 


SHORT-TERM ECONOMIC FORECAST- 
ING, by the National Bureau of Economic 
Research Conference on Research in In- 
come and Wealth (Vol. 17). (Princeton: 
Princeton University Press, 1955. Pp. 506. 
$7.50.) 

This collection of seven papers and comments 
delivered at the meetings of the Conference on 
Research in Income and Wealth in September, 
1951 follows much the same pattern as earlier 
volumes in this series, including the prolonged 
delay in publication. The book records much of 
the progress in methodology of short-term (that 
is, from about three months to no more than two 
years) economic forecasting made during World 
War II and the immediate postwar years. Con- 
cerned primarily with forecasting general busi- 
ness and, in particular, the capital investment 
and consumer expenditure sectors of national 
income accounts, the papers nevertheless offer 
some helpful information on anticipation sur- 
veys and related techniques which are applicable 
to forecasting market developments for more 
specific industry and product groups. 

Readers looking for a ready reference of short- 
cut forecasting methods will not end their search 
with this volume which is designed largely for 
individuals interested in studied forecasts of gen- 
eral economic trends. Greater emphasis is given 
to evaluation rather than to explanation of 
forecasting techniques. 


In many respects. these papers comprise a 
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progress report on general economic forecasting. 
On the whole the tone is encouraging. While the 
principal forecasting methods currently in use 
are subjected to exacting criticism and (not sur- 
prisingly) all found far short of perfection, both 
the record.and analysis of actual forecasts pre- 
sented indicate some progress is being made in 
reducing the margin of error in economic pro- 
jections. This is highly important since growing 
numbers of leaders in all walks of economic life 
now recognize that forecasting is essential and in 
fact inescapable. For, virtually every significant 
economic decision is seen to rest implicitly or 
explicitly upon some forecast. 

V. Lewis Bassie opens the volume with an ef- 
fective summary of “Recent Developments in 
Short-Term Forecasting” and forcefully injects 
the viewpoint of the professional forecaster who 
has learned from experience the crucial role o! 
judgment in successful attempts to peer into the 
economic future. Bassie distinguishes between 
“judgment” and “analytical” techniques. He 
states that good forecasting procedure must in- 
volve “a form of quantitative analysis . . . be 
flexible enough to permit wide scope for judg- 
ment and imagination . . . draw on all avail- 


able sources for information and ideas, but ac- 
cept only those that fit into the unfolding pat. 
tern of economic change.” His capstone com- 


ment, with which experienced forecasters will 
agree, is that “forecasting is essentially continu- 
ous in nature’’—and not a process to be under- 
taken even at regular, let alone irregular, in- 
tervals. 

Running throughout the volume is the ques- 
tion of disparity between business and consumer 
anticipations and subsequently recorded actual 
events. Irwin Friend and Jean Bronfenbrenner 
consider this problem in their skillful analysis of 
“Plant and Equipment Programs and their Re- 
alization.” Drawing upon their detailed knowl. 
edge of the Commerce-SEC series, they con- 
clude that “a sizeable proportion of the changes 
in planned outlays on plant and equipment are 
attributable to factors whose impact is deter. 
mined by cyclical influence,” and also that “in 
the aggregate positive and negative discrepancies 
(in the anticipations of individuals) tend to can- 
cel out.” O. J. Firestone presents a comprehen- 
sive statement of the fruitful Canadian experi- 
ences with capital investment forecasting. 

Franco Modigliani and Owen Sauerlender ap- 
praise the accuracy of several widely used com- 
posite forecasts drawn from business sources. 
Substantial errors were found in all surveys and 
especially in regard to anticipating a change in 


business direction. The forecasting record, how- 
ever, was found to be significantly better than a 
simple projection of wend in the case of the 
Fortune survey and the Commerce-SEC series. 
Thor Hultgren reveals serious deficiencies in the 
forecasts of the Shippers Advisory Boards. 

Considerable doubt is cast upon simple ac- 
ceptance of consumer anticipations as a basis 
for forecasting. But John Lansing and Stephen 
Withey report such survey findings can be quite 
helpful when considered along with firmly es- 
tablished interrelations between such variables 
as income, liquid assets, and family structure. 
Irving Schweiger comments that the Federal Re- 
serve Board surveys of consumer finances have 
shown that “consumer behavior is neither me- 
chanically determined nor completely erratic.” 
Agreeing with Bassie’s earlier observations, he 
concludes that “judgment is necessary to inter- 
pret the intentions data.” 

In summary, the National Bureau of Eco- 
nomic Research once again has made a valuable 
contribution to economic literature. The book 
can be recommended to serious students of eco- 
nomic forecasting. 


WALTER E. HOADLEY, JR. 
Armstrong Cork Company 


APPLIED IMAGINATION, by Alex F. Os- 
born. (New York: Charles Scribner's Sons, 
1953: Pp. $17. $3-75-) 

Osborn seems to have a three-fold aim: to 
show the importance of creative effort in a free 
society, to present specific techniques which will 
develop creative thought, and to get creative 
thinking taught and practiced in colleges and the 
business world. 

The first aim gets more than its share of at- 
tention, wherein lies the chief weakness of this 
book as a text. Scores of pages of lush Readers’ 
Digest optimism make excellent hammock read- 
ing but not textbook material. (Three of the au- 
thor’s earlier works on imagination were written 
for the general reader.) Fewer testimonials and 
more techniques would have made a more sub- 
stantial offering. 

The specific techniques—and there are many 
of them—are excellent. Here is a potent antidote 
for the worst dangers of television, that is, the 
dulling of the mind by constant looking and lis- 
tening without seeing or comprehending and the 
mass inertia arising from habitual nonparticipa- 
tion. 

The basic formula for producing ideas is ex- 
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pressed on page 125. The next five chapters are 
devoted to a nontechnical discussion and illus- 
tration of the steps in that formula. Chapters 17, 
18, and 19 are devoted to the effect of emotional 
drives, effort, and the element of luck on crea- 
tivity. Another group of five chapters points out 
a whole range of ways to think creatively about 
a problem (sample methods: use check lists, sys- 
tematic questioning, adaption, modification, sub- 
stitution, rearrangement, reversal, and combina- 
tion). Creative collaboration by twosomes and 
by groups are considered in the last two chapters. 

Each chapter ends with questions, an ample 
list of references, and exercises in applied imagi- 
nation. The following are typical thought stimu- 
lators: Name all possible uses for a common 
brick, make a list of alternative titles for Hamlet, 
coin new words for familiar sights such as butts 
and ashes left in an ashtray, think up new inven- 
tions, and answer such questions as: “A man liv- 
ing on the 22nd floor could take his automatic 
elevator all the way down but not all the way up. 
Why?” (Possible answer; The man was a midget 
who could reach button No. 1 but not as high as 
button No, 22.) 

If there is a single key word, it is “brainstorm.” 
The student is expected to set aside all critical 
judgment, think hard, and welcome all ideas no 
matter how outlandish until a “pile of alterna- 
tives” has been accumulated, Creativity can be 
learned by almost anyone! 

Our college courses have tended to develop 
critical judgment at the expense of frustrating 
creativity, The case method, for example, is an 
excellent technique for developing critical think- 
ing, but sometimes it discourages thinking up 
totally new solutions. One hopes that Osborn 
(advertising executive, Hamilton College trustee, 
and vice-chairman of the University of Buffalo) 
will succeed in influencing (a) the abandonment 
of splinter courses in educational methods (For 
example, how to teach beginning typing and 
how to teach intermediate typing.) and (b) the 
substitution of an appreciation and practice of 
creativity throughout much of the curriculum. 

The excellent teachers’ manual which accom- 
panies the text gives considerable help in that 
direction. It is even more provocative than the 
book since it presents solutions to the exercises 
and suggestions for drawing out additional solu- 
tions from the students. 

But this reviewer would challenge one implied 
assumption that seems to underlie both the text 
and the manual. Do we need a separate course in 
order to teach students how to be creative? Pos- 
sibly there is a place for it, but by the same 


reasoning we would need separate courses to 
teach how to think logically, to act ethically, to 
vote intelligently, and so on. To learn to think 
one must think about something. To be creative 
one must be creative about something. Do not 
many of our present courses offer ample op- 
portunities to develop creative thinking? 

This reviewer has managed to fit into an al- 
ready crowded survey course in advertising prin- 
ciples a creative imagination project based on 
a weekly drawing of unduplicated “situations” 
taken from the book and manual plus others 
provided by his own experience and imagina- 
tion. At the end of the course, 22 students will 
have produced about 350 solutions to as many 
problems. 

Does this textbock represent the extent of our 
knowledge on creative thinking? The book at- 
tempts to bring together practically all that is 
known in this new field, but we are apparently 
on the threshhold of new research discoveries. 
One wishes that the textbook had remained a 
textbook throughout, even if it had to be a kind 
of anthology of creativeness. 

What if the text had combined creative tech- 
niques from various fields in a single volume? 
What should be included? What left out? 

Here are some of this reviewer's alternatives 
to consider: passages from Robinson Crusoe, 
the solution of the cryptogram in Poe's The Gold 
Bug, some of the action specifics in Dorothea 
Brande’s Wake Up and Live, any of various in- 
telligence schemes when amply spelled out, but 
especially a masterpiece of imagination such as 
Ewen Montagu’s The Man Who Never Was 
which describes how the German command was 
given the wrong steer on the Sicily invasion. 

In the advertising field, J. W. Young's little 
book A Technique for Producing Ideas is a hard- 
to-find gem. He presents the basic formula more 
tersely than Osborn does. Portions of Bedell’s 
How to Write Advertising That Sells, notably 
the five-step copywriting formula, are memor- 
able. Parts of the first two chapters of Stanley's 
The Technique of Advertising Production in 
which he shows how to visualize the appeal and 
plan the layout should be included. For realism, 
we might add “Planning the Advertising Cam- 
paign” by Carl Williams in Hepner’s Effective 
Advertising, although it also illustrates creativity 
frustrated by critical judgment. 

There are several good books on the creative 
techniques of the short story of which Richard 
Summer's The Craft of the Short Story is one. 
Portions of Adler's How to Read a Book and 
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possibly Flesch’s The Art of Clear Thinking 
might also be included. 

There is considerable evidence that there is a 
creative power of prayer. The distinguished sci- 
entist, Dr. George Washington Carver, has testi- 
fied that prayer aided him materially in discover- 
ing some goo articles which could be made from 
peanuts and originating over 100 peanut recipes. 
Surely, if Dr. Carver can show us his technique, 
it should be a part of the anthology of creativity. 

Clearly, although Osborn has attempted to 
bring together nearly all that is known about 
creativity, it is virtually impossible to do so in 
a single volume. The reader will surely think 
of other creative techniques to add to the alter- 
natives. 

if this review is overcritical of the shortcom- 
ings of an important book it is because some of 
that book's techniques (asking “what if... ?, 
suppose the elements were rearranged, substi- 
tutes made .. .”) have been turned against it. 
Perhaps a better book on creative thinking will 
be written when we have more research knowl- 
edge about creativity. Meanwhile this pioneer 
work is well worth reading and using. 

The book reviewed here derives largely from 
Your Creative Power, an earlier and slightly 
longer work by the same author and published 
in 1948. Now in its tenth printing, Your Creative 
Power differs from Applied Imagination chiefly 
in these respects: It is frankly for the general 
reader, although much of the wording is the 
same. ‘There are no review questions or exer- 
cises; there is no teachers’ manual. The earlier 
work Jacks the basic formula for producing ideas 
and the five chapters of discussion of the for- 
mula, but the emphasis on “brainstorm” and 
the numerous specific devices are the same. In 
short, since 1948, considerable material has been 
rearranged, the emphasis has shifted a little and 
perhaps three important additions have been 
made—the basic formula, the exercises, and the 
teachers’ manual. 


ROBERT B. WENTWORTH 
Utica College 


SALESMANSHIP (Revised Edition), by Carlton 
A. Pederson and Milburn D. Wright. (Chi- 
cago: Richard D. Irwin, Inc., 1955. Pp. 643. 
$6.00.) 


Not the least of the virtues of this revision of 
a 1951 publication is that its authors have suc- 
cessfully resisted the temptation to write for all 
possible markets. As in the earlier edition, they 


have set out to prepare a text for college classes 
in salesmanship and have succeeded admirably 
through good organization, well-chosen exam- 
ples, and excellent style to meet the needs of 
college students and instructors. They do so be- 
cause they recognize, as they so ably state in their 
preface, that “the colleges and universities of 
the country are a major source of supply of 
sales trainees for hundreds of large and small 
businesses.” 

Another temptation which the authors have 
resisted is to try and cover all types of selling. 
Again they focus attention on those types of sell- 
ing for which college graduates are in most de- 
mand. They emphasize “the service type of sell- 
ing, where the salesman is expected to act in the 
capacity of an advisor, a consultant, an expert, 
and as one who is sincerely interested in the wel- 
fare of the buyer.’ Consequently, scant mention 
is made of retail and specialty selling or even of 
sales engineering. 

A third virtue of Pederson and Wright (and a 
major change from the earlier edition) is the di- 
vision of the material into five parts. This should 
aid the student in understanding the relation- 
ship between the various topics and help the 
teacher plan his assignments more effectively. 

Part I is entitled “The Field of Selling.” Its 
purpose is to motivate the student to want to 
undertake the course because of the opportuni- 
ties provided by the vocation of selling and to 
overcome the latent hostility toward salesmen 
and salesmanship which young people inherit 
from their home environments. The three chap- 
ters in part I relate the function of selling to the 
economic development of the country, stress the 
need for creative selling, and outline the advan- 
tages of selling as a career, 

Part II is entitled “Preparing to Sell.” It be- 
gins with a rather traditional—one might almost 
say, stercotyped—discussion of buying motives, It 
would seem to this reviewer that some mention 
of the findings of the studies on the living pat- 
terns and motives of modern Americans being 
made by present-day psychologists and sociolo- 
gists soon would be finding its place into the 
newer sales texts. Would not quotations from a 
book like David Riesman'’s The Lonely Crowd, 
for example, be of interest and help the student 
of salesmanship understand his prospects bet- 
ter? Instead, the authors refer to some books on 
sales psychology written from 15 to 30 years ago 
(footnotes, page 80). 

After the chapter on “Why People Buy,” there 
follows a more or less traditional discussion of 
such topics as knowing the customer and know- 
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ing the product. More unique is a chapter which 
deals with the value of advertising to the sales- 
man. The point that advertising and selling are 
a “team” is made and developed. 

The best Chapter in part IIl—“The Sales 
Process” —is the one dealing with dramatization. 
New photographs and charts have been added to 
suggest techniques actually used by successful 
salesmen to dramatize their propositions. After 
chapters on meeting objections and closing sales, 
three sales presentations are found. Written in 
dialogue form, they provide the student with 
realistic situations which he can evaluate and 
criticize. One presentation deals with a tangible 
~—silverware—a second, with an intangible—insur- 
ance—and the third is the presentation of a busi- 
ness good—an accounting machine. 

Part IV is called “How to Improve Sale Ef- 
forts” and includes chapters on building good 
will, planning and controlling sales efforts, 
and the use of telephone and direct mail as aids 
to the salesman. Part V goes into the ptoblem of 
getting a job in selling and is directed specifically 
to college graduates. Just as the first chapters are 
related to the economics or marketing that the 
students may have had, so is the last chapter re- 
lated to a course in sales management which 
would logically follow. It is called “Introduction 
to Sales Management.” 

Another valuable feature of this book to the 
instructor is the case material. From one to four 
cases follow each chapter. They are realistic, 
well correlated to the text, and seem to be excel- 
lent vehicles for applying principles to specific 
situations. For example, after the chapter on the 
nature of salesmanship are three cases directly 
dealing with the problems faced by college grad- 
uates in securing positions or getting started in 
business. The chapter on starting a sales career 
is really a long case in which the progress of one 
Robert Webb is followed from initial application 
for a sales job through his first three years in the 
field. Webb possesses the characteristics and 
more particularly the attitudes and prejudices 
of the typical college graduate. These attitudes 
come out in the reports by Webb's superiors and 
their damaging effect on his progress is made 
clear. It is a good idea for college seniors to be 
aware of these attitudes and reactions, even 
though it probably won't convert the whole class 
into cooperative team-workers by the end of the 
semester. 

Throughout the book, effective use is made of 
sales training materials from industry and of 
current articles in trade papers and business 
journals. These are fully referenced and still 


other sources are listed in the bibliographies 
which follow each chapter. The authors are to be 
commended for the great amount of effort that 
must have been expended to search out, analyze, 
and weave them into the appropriate amount of 
material. 

Certainly it is desirable and necessary that col- 
lege graduates go to work as fully informed on 
business know-how as it is possible to accomplish 
on the campus. But this reviewer would ask if a 
college graduate should not be prepared to lead 
the way toward a more scientific approach to 
selling? The least that some day may be expected 
from college teachers of the subject is that they 
get their heads together with the social scientists 
on their campuses and find out if there are not 
some new hypotheses that could be advanced re- 
garding buying motives, methods of persuasion, 
and personal development for salesmen. 

Another minor complaint might be voiced. It 
seems to be the pattern for authors who revise 
their textbooks always to expand them. True, 
Pederson and Wright did drop one chapter, but 
they added two new ones. In total, the revised 
edition is 102 pages longer than the earlier one 
and it costs 20 per cent more. Is it too heretical 
to suggest that over a period of time we might 
expect revisions in fewer rather than in more 
words? 

To summarize, Pederson and Wright set out to 
write a classroom text pitched at the college level, 
oriented to the needs, interests, and attitudes of 
college students, and arranged for effective use 
by instructors. They have succeeded well. 


RALPH B. THOMPSON 
Southwest Research Institute, San Antonio 


FINANCING THE INSTALMENT PUR- 
CHASES OF THE AMERICAN FAMILY, 
by Clyde William Phelps. (Baltimore: Com- 
‘mercial Credit Company, 1954. Pp. 105.) 


Professor Phelps here offers his third mono- 
graph in a series being published under the gen- 
eral title Studies in Consumer Credit. Like its 
two predecessors, it has been prepared under the 
sponsorship of the Commercial Credit Company, 
one of the country’s largest sales finance com- 
panies. Copies may be obtained from that or- 
ganization without charge. 

An introductory note explains that these 
studies are being issued by the company as a 
way of answering “requests from educational in- 
stitutions for information in convenient form 
which would be useful to students in explaining 
its operations and the various aspects of the func- 
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tions performed for the American people by a 
diversified sales finance company: instalment 
sales financing, accounts receivable financing, 
factoring, inventory financing, industrial equip- 
ment financing, and so on.” 

The present study begins with two chapters 
that describe the part played by consumer dur- 
ables in the American level of living and the 
ways in which instalment buying has been used 
to facilitate the acquisition of such goods by 
consumers. Chapter III contrasts instalment loan 
credit with instalment sale credit as a way of ob- 
taining goods under time payment plans. It also 
shows the position of the sales finance company 
in the financing of instalment sale credit. The 
rest of the book (seven chapters) describes the 
services a sales finance company performs and 
their advantages for the consumer. 

Since the study has been sponsored by a party 
at interest as part of its program of public rela- 
tions, the reader should not expect a critical 
analysis of consumer credit, the instalment sys- 
tem, or the sales finance company. Within the 
limits it has set for itself, however, it does a very 
good job. It is in substance a clear description 
by a large business organization of what it has to 
offer in the market place. 

There is no evidence that the author has been 
restricted seriously by the company in saying 
what he wanted to. Nevertheless, the reader will 
do well to supplement what he finds here with 
materials drawn from competitors of the sales 
finance company, spokesmen for consumers, and 
academic students of instalment buying. Excel- 
lent guides to supplementary reading of this sort 
have been provided by Professor Phelps himself 
in the sources cited by nearly 300 footnotes. 

REAVIS COX 
University of Pennsylvania 


GOVERNMENT PURCHASING AND COM. 
PETITION, by Dickson Reck. (Berkeley: 
University of California Press, 1954. Pp. 246. 
$4.00.) 


In this book Professor Reck describes and eval- 
uates the methods used by the Federal Govern- 
ment when it buys goods in direct competition 
with private buyers. Although the products con- 
sidered are bought by both military and civilian 
agencies, the discussion centers upon purchases 
by civilians. Excluded are “strictly military 
items,” purchases of strategic materials for stock- 
piling, purchases for foreign-aid progiams, and 
purchases for price-support programs. 


The operations of the government as a civilian 
buyer are important because they affect a large 
volume of goods; in the fiscal year 1951, for ex- 
ample, the civilian agencies obligated $865,,000,- 
ooo for supplies, materials, and equipment. They 
also are important because they make use of 
procedures and policies that have significance 
for formal economic artalysis and for at least 
large private buyers. 

Professor Reck concentrates his interest upon 
two aspects of government purchasing: (1) the 
use of sealed bids and (2) how the General Serv- 
ices Administration has exercised its authority 
to centralize purchasing and to unify the pur- 
chasing policies of the various agencies. More 
specifically, he tries to find out whether the ef- 
forts of the G.S.A. have resulted in better bar- 
gains for the government as determined by the 
ratio between units of utility received and dol- 
lars spent. Since the purchasing officers of the 
government buy goods for use by others, he does 
not need to measure utility in the psychological 
sense. He reaches meaningful conclusions by re- 
lating dollars spent to factors that are objectively 
measurable such as units of weight, size, and 
wear. 

Purchasing procedures and policies are opti- 
mized for any particular product, Professor Reck 
holds, when the ratio of units received to dollars 
spent is maximized. Given the principle, what 
remains is to look at the government's buying 
operations and see how effective they have been 
under the various market conditions it faces, 
‘The study makes virtually no use of the conven- 
tional tools of economic theory. It ignores the 
traditional problems of expediency, political fa- 
voritism, and corruption. In effect, Professor 
Reck assumes an identity of interest between the 
purchasing officer and the government, for which 
he seeks to obtain the best bargains he can. The 
obstacles that hinder him are taken to be not 
political but economic; in familiar technics 
terms, they consist of market imperfections and 
impurities such as the differentiation of products 
by manufacturers, patent monopolies, and more 
or less conscious collusion. 

With its objectives thus defined, the book be- 
gins by portraying the general nature of the gov- 
ernment’s problem in purchasing. It describes 
the historical, organizational, and legal settings 
within which operate the G.S.A. and its subsidi- 
ary unit, the Federal Supply Service. Then fol- 
low several chapters that describe such instru- 
ments as centralized policy determination, cen- 
tralized purchase for direct delivery, centralized 
purchase for delivery through regional supply 
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centers, local ordering under centraily negoti- 
ated contracts, standardized stock catalogs, prod- 
uct definitions and specifications, qualified-prod- 
ucts lists, sealed bids, and alternative contracting 
devices. 

Having thus described the available instru- 
ments, Professor Reck next shows how they are 
used and with what results in four different types 
of market: 

(1) Markets for homogeneous products where 
there is evidence that suppliers compete with 
each other in the bidding. Examples are paint, 
toilet tissue, canned and dried foods, and flour. 

(2) Markets for differentiated products in 
which sellers compete with each other. Here the 
government may consider the products to be 
homogeneous in substance and buy on specifica- 
tions that cut across brand differences as with 
resin-emulsion paint, liquid type cleaners for 
typewriters, carbon paper, stencil paper, anti- 
freeze compounds, ready-to-eat breakfast cereals, 
and staples for staple fasteners. Alternatively, 
the government may find significant differences 
in the utility of differentiated products as with 
dry batteries, carpets, rugs, and automobiles. 

(3) Markets for products designed especially 
for the government but in which sellers compete 
with each other such as electric fans, steel filing 
cabinets, and wood furniture. 

(4) Markets in which limitations upon compe- 
tition make sealed bids ineffective. This result 
may come from the producers’ price policies as 
with electric lamps, automobile tires and tubes, 
cement, and steel office furniture; or it may come 
from policies of product differentiation as with 
business machines, scientific equipment, pharma- 
ceuticals, cigarettes, and tobacco. 

Professor Reck discusses each of these market 
situations in considerable detail, showing how 
government purchasing must be flexible if it is 
to meet the circumstances it finds in particular 
markets. For each product, he evaluates the ef- 
fectiveness of what is done in achieving the over- 
all objective defined earlier. 

Three concluding chapters summarize his find- 
ings. One considers the effectiveness of sealed 
bids and alternative methods of negotiation 
where they have been applied. The second eval- 
uates the effects of centralizing responsibility in 
the G.S.A. The third considers some ways in 
which government purchasing might be im- 
proved. Professor Reck believes that sealed bids 
and centralization of authority have, in general, 
increased the utility received per dollar spent as 
compared with alternative methods used by pri- 
vate buyers or by the government at other times. 


He also feels that there is room for further im- 
provement through more complete cataloging; 
extension of commodity research and testing; 
the use of specifications and qualified-products 
lists; evaluation of quality differences among 
competing products; more extensive research 
into purchasing programs; and simplification of 
some procedures. 

All of this adds up to an exceptionally inter- 
esting study that has much to offer students of 
marketing. Both in its description and in its 
analysis, it goes far toward filling an important 
gap in the literature. It is well organized, effec- 
tively reasoned, and clearly written. In brief, it is 
an excellent piece of work within the limits the 
author has set for himself. 

All the more distressing, therefore, is the fact 
that this review must serve as a valedictory rather 
than as an augury of more good things to come. 
Word has just come of Professor Reck’s untimely 
death on April 10, 1955. It has cut short in mid- 
flight a career that was beginning to bear fruit in 
further publications of great interest to students 
not only of marketing but also of management in 
general. 

REAVIS COX 
University of Pennsylvania 


TEXTBOOK OF SALESMANSHIP (5th Edi- 
tion), by Frederic A. Russell and Frank H. 
Beach. (New York: McGraw-Hill Book 
Company, Inc., 1955. Pp. 548. $5-75-) 

A fifth edition is a rarity in marketing. Thirty 
one years of textbook leadership is even more 
unusual. As a matter of fact, the first two editions 
of Textbook of Salesmanship antedate the 
American Marketing Association. One can rea- 
sonably conclude that this work has consistently 
met the needs of its market, that it has kept pace 
with developments in selling, and that the cur- 
rent edition has benefited from a series of up- 
grading refinements in content and structure. 

In this new edition, for example, treatment of 
the psychological aspects of selling has been 
strengthened and brought in line with current 
thinking. New material has been added in the 
chapter on retail selling and in the chapter on 
the importance and nature of salesmanship. The 
refining process is especially evident in the treat- 
ment of showmanship in selling. Here the au- 
thors stress the value of visual aids, sales port- 
folios, and other sales tools. They have succeeded 
in finally lifting showmanship out of the realm 
of “sleight-of-hand.” Questions at the end of 
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each chapter have been separated into questions 
and problems; new ones have been added. 

Detailed consideration of the content of this 
well-known book is unnecessary. The authors’ 
objective is a college text on personal selling. 
They have achieved their objective, precisely. 
Part One (Introduction) traces the development 
of salesmanship, places it in our industrial econ- 
omy, and describes different types of selling 
jobs. Part Two (Preparing to Meet the Prospect) 
realistically discusses the salesman’s personality, 
the importance of product knowledge, and con- 
sumer motivation. These preliminary considera- 
tions lead into prospecting and the preapproach. 
Part Three (The Sales Interview) follows the 
familiar pattern of approach, demonstration, 
handling objections, close, and follow-through. 
Part Four (Sales Management) deals with the 
salesman’s contacts with and responsibilities to 
his firm. To illustrate the singleness of purpose 
inherent in this book, it should be noted that 
eight of the seventeen chapters and 47 per cent 
of the text pages are devoted exclusively to the 
sales interview. 

In broad outlines, the treatment is logical and 
well integrated. The student has at his disposal 
a soundly conceived framework on which to 
build detail. Exposition is profusely illustrated 
by real-life selling situations and is thereby more 
firmly fixed in the learner's mind. The book is in- 
teresting reading. ‘Ihe authors make a point of 
this, “with no apologies.” They do not revere 
profundity. In addition to the questions and 
problems at the end of each chapter, five sales 
cases are included. An extremely useful list of 
visual aids for the college instructor is also pre- 
sented. A student workbook is available along 
with four 16-mm sound motion pictures and four 
follow-up 35-mm film strips, all correlated with 
this text. 

The authors are at their best when considering 
the actual interview and steps leading up to it. 
The interrelation of the various steps in a sale is 
emphasized. The chart on pp. 256 and 257 illus- 
trates this essential unity in the selling process. 
The following illustrations clearly show that 
the authors comprehend their subject. In dis- 
cussing the preapproach, they distinguish be- 
tween buying motives and talking points. ‘} hie 
former “is a psychological concept—not a mate- 
rial one.” Thus dependability, performance, and 
style are talking points—not buying motives. 
Again, consider their treatment of hobbies. 
Many readers will remember the emphasis for- 
merly placed on knowing the prospect's hobbies 
as a means of approach. Russell and Beach prop- 


erly caution that hobbies should only be used as 
a last resort. “Most businessmen would rather 
discuss their business than their hobbies—at least 
during business hours.” Later, the authors build 
their discussion of the demonstration around 
four essentials: (1) the demonstration should be 
clear; (2) it should be complete; (3) it should 
win the prospect's confidence; (4) it should elimi- 
nate competition from the picture. Finally, the 
authors are to be commended for considering the 
possibility of no sale. This, of course is heresy 
in most “how to sell” books. The fact remains, 
however, that not all sales interviews result in 
orders. Therefore, Russell and Beach do no dis- 
service when they consider the salesman’s de- 
parture under two conditions: after a successful 
sale and when no sale is made. 

This reviewer finds little to criticize. Some 
footnotes are incomplete. Because the field of 
salesmanship contains considerable folklore, this 
is a bit more than a passing objection. The au- 
thors discuss several matters about which they are 
skeptical. One might question their inclusion at 
all, Relating personality traits with physical 
characteristics is one such example. Reference to 
trick methods of gaining entrance is another. 
Part Four is titled “Sales Management” and con- 
sists of a single chapter. It. covers at some length 
the matter of salesman selection and touches 
lightly such subjects as training, compensation, 
contests, unions, the advertising department, 
and the credit department. This space might 
have been used to greater advantage through a 
detailed consideration of the extra-selling duties 
of the salesmen to which the authors refer earlier 
in the book. 

Writing a college textbook on salesmanship is 
dificult for at least two reasons. In the first 
place, the college student's intellectual capacity 
is presumably at a relatively high level. The 
writer must strike a neat balance between atten- 
tion to practical consequences and values on the 
one hand and consideration for the psychological 
and economic sciences on the other. In the pres- 
ent instance, the authors have succeeded in strik- 
ing this balance. In the second place, the college 
student's aspirations are presumably high. The 
textbook, therefore, should give sufficient atten- 
tion to occupations which are in line with these 
aspirations. Russell and Beach recognize this 
need. Throughout, they attempt to relate prin- 
ciples to four types of salesmen: the manufac- 
turer's salesman, the wholesaler's salesman, the 
retail salesman, and the specialty salesman. It is 
true that the authors emphasize the specialty 
salesman, but they do so because the complete 
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selling process is thus best presented. The carry- 
over to other selling jobs is the responsibility of 
the instructor, not the writer. The Textbook of 
Salesmanship is recommended for classroom use. 
Sales trainers in the business world will find it 
useful as a basic tool. This new edition will hold 
the preeminent position its predecessors have 
attained. 
J. M. RATHMELL 

Cornell University 


MARKETING FARM PRODUCTS-—ECO. 
NOMIC ANALYSIS, by Geoffrey S. Shep- 
herd. (Ames: The Iowa State College Press, 
1955- Pp. 497. $6.25.) 

This book should serve three groups of people 
quite well. Students in beginning courses on 
agricultural marketing should gain much insight 
into basic economic principles underlying the 
subject as well as historical facts about major 
commodities. The entire second section and 


parts of the third section should provide desir- 
able supplementary reading for students of agri- 
cultural price and income policy. ‘The general 
public (or at least those sufhciently motivated to 
care) will find this book to be an excellent source 
of information about the role of agriculture and 


agricultural marketing in their economy and in 
their daily lives. 

‘The major parts of the book are entitled: 

(1) The Analytical Approach, (2) Over-All 
Marketing Problems, and (3) Commodity Mar- 
keting Problems. The first section is brief and 
contains a specification of major marketing prob- 
lems along with an analytic model to be em- 
ployed in appraising and solving the problems. 
This model is a simplified outline of the per- 
fect market concept and it was the author's in- 
tent to apply it to problems to be discussed in 
the other sections of the book. The second sec- 
tion is directed toward general aspects of mar- 
keting farm products such as the aggregate de- 
mand, consumption, and supply of the products; 
the space, form, and time patterns of prices; 
and the supply costs of marketing services. The 
third section contains more detailed considera- 
tions of marketing activities for livestock and 
meat, dairy products, poultry and eggs, grain, 
cotton, and fruits and vegetables. 

Alhough the author stressed his break with the 
so-called “functional” approach to marketing, a 
small degree of the latter was evidently necessary 
when descriptive, historical discussions were 
covered. Nevertheless, the book does a commend- 
able job of holding to the economic aspects of 


marketing activities. Perhaps only a cursory ap- 
plication of the concept of the perfect market 
was intended when considerations of problems 
were made throughout the last two parts of the 
book. The degree of success in this venture does 
not appear to materialize in sufficient detail to 
warrant high praise. Some failure in this regard 
was foreordained—the task was too great and the 
available information highly inadequate. Such 
analyses require intensive, detailed research be- 
yond the possibilities of development in a gen- 
eral publication on marketing. The important, 
thing is not how well the author achieved his 
analytic goal but that the position was correctly 
taken so that marketing students will be oriented 
in the right direction. 

The highlights of the book are probably found 
in the generalities and not in the details. Numer- 
ous cases could be cited but only a few will be 
stated here. The significance of market decen- 
tralization under the influence of changes in 
transportation and communication methods was 
stressed. Paralleling this change in “first-sale” 
markets has been the relative centralization and 
integration changes in local retail marketing. 
Both of these changes have made information 
about the relevant price structure more complex 
and more dificult to ascertain. The apparent de- 
sires by consumers for greater degrees of proc- 
essing and the continuing technological develop- 
ments by processors to satisfy these desires are 
noteworthy. Economies of scale for marketing 
firms were considered in general and the asso- 
ciated, potential demon of excess capacity under 
conditions of free competition was indicated 
when numbers were few in a local environment. 
Finally, the general problem of market organiza- 
tion and possible public rationalization to elimi- 
nate some of the economic “waste” caused by 
intense competition that dilutes the supply or 
demand density bases upon which efhcient mar- 
keting is dependent was presented. This prob- 
lem cannot be appraised on economic grounds 
alone. Finally, the importance of accurate, eco- 
nomic grading of farm products was indicated 
for consumers to express their preferences more 
accurately as well as for producers to receive 
equitable prices that assist in guiding their pro- 
duction, 

Becoming more dogmatic, the book is not 
suitable for an advanced course in the theory of 
agricultural marketing. Undoubtedly it was not 
so intended. The failure to meet the advanced 
level requirements results primarily from omis- 
sions, although a few attitudes expressed in the 
book do not appear tenable. For instance, the 
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tacit acceptance that margin and cost studies are 
equivalent or that accounting costs and profits 
are reliable measures of economic costs and 
profits are important examples. It is not implied 
that the author believes in such equivalences but 
little refutation was evident. 

More serious are the neglected theoretical 
considerations. The subject of competitive and 
noncompetitive price discrimination was not de- 
veloped. The topic of volume control (and in- 
herent enforcement problems) was overlooked. 
The broad subject of orderly marketing was not 
stressed directly. Intertemporal demand de- 
pendence was overlooked. Price uncertainty is 
partially reduced by some governmental price 
programs and thereby influences the geographic 
pattern of production and distribution of certain 
products. This subject was not considered. 

The theory of multiproduct operations and its 
relevance to processing, transportation, whole- 
saling, and retailing should have been covered. 
The general interdependence between transpor- 
tation rates, efficient utilization of transport 
equipment, and the location of demand and sup- 
ply needs to be developed. The comparative 
competitive strength between multiproduct and 
specialized firms on one hand and between geo- 
graphically dispersed and localized firms on the 
other should be investigated. 

All of these subjects and many more warrant 
more consideration. Their neglect by the author 
is not a condemning fact—no one else has suc- 
ceeded in this task. Consequently, the reviewer's 
intention is to stimulate others to develop the 
necessary underlying theories for these market- 
ing problems. This can be done more effectively 
through abstract models instead of real com- 
modity problems since internal completeness 
and consistency can be more readily checked. 

Certainly we need good basic books in the field 
of agricultural marketing—books that contain 
much factual information about our real system 
and developed along sound analytic lines. Dr. 
Shepherd's work is highly commendable for this 
purpose. Our greater need is in the area of de- 
tailed, fundamental theories applicable to the 
manifold activities of the marketing economy. 
General books on economic theory fail to special- 
ize sufficiently for these purposes and the void 
remains. 


J. B. HASSLER 


University of California, Berkeley 


THE ECONOMIC FUTURE OF CANADA, 
by H. M. van der Valk. (New York: Mc- 
Graw-Hill Book Company, Inc., 1955. Pp. 
206. $4.75.) 


Some of the highlights of this study in eco- 
nomic development that might be of interest to 
the non-Canadian observer are as follows: 


1. In contrast to the United States, a moving 
frontier still exists in the Canadian north creat- 
ing an atmosphere of individualism, social 
equality, and enterprise. This northern frontier 
differs from the earlier East-West population 
movements in that it is not agrarian but based 
on minerals; it is not slow moving and on a con- 
tinuous front; it does not employ the old tech- 
nology of exploration but properly equipped 
companies with airplanes; it is not only of eco- 
nomic but of strategic defense significance, The 
bypassing of whole areas in favor of mineral lo- 
cations leaves unsolved the problem of surface 
transportation which is the main bottleneck of 
northern development. Underpopulation is the 
striking feature of the entire picture. 

2. In considering the qualitative population 
characteristics which influence economic systems 
and development, the author refers to the “eco- 
nomic time-spirit,” noneconomic factors, affect- 
ing the propensity to save which assisted the 
accumulation of capital. Also he refers to the 
somewhat lesser desire for material advance on 
the part of Canadians, an influence which has 
been important in American development. This 
difference in capitalistic spirit helps to explain 
the important role played by American entrepre- 
neurial capital and initiative. 

3. In judging the influence of American capi- 
tal, it should be remembered that many of the 
new development projects require more capital 
than Canadians can provide. Note also that as 
expansion continues savings will increase the 
supply of equity capital, Although it is true that 
only 15 per cent of total invested capital since 
World War II has come from the United States 
(as Canadians are fond of pointing out), often 
American investors have been the prime movers. 

4. Some of the interesting points of compari- 
son of the economic structure in the United 
States with that of the United Kingdom were 
noted by the author: government intervention is 
somewhat less in Canada than in the other two 
countries; controversy about private and public 
ownership appears less sharp in Canada; because 
“Canadians possess a certain sobriety which in- 
hibits them from experimenting,” fewer social 
reforms have been tried; although Canada is 
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committed to a full employment policy, it has 
emphasized the stimulation of private enterprise 
rather than public works as in the other two; in 
spite of its vulnerability to external factors 
through export trade, Canada does not follow a 
protectionist trade policy; trade unions, though 
important, appear less militant than in the 
United States and United Kingdom. 

5 Brief analysis of the quantitative character- 
istics of the Canadian population indicated sev- 
eral interesting facts: postwar rapid population 
increased nearly g per cent annually from 1951- 
195% including immigration; although the per- 
centage of older people is increasing, a study of 
age composition reveals a “young” population 
on the whole and a high birth rate greatly influ- 
enced by immigration; urban concentration is 
marked; in spite of population increase, post- 
war gifts and credits to other countries, rearma- 
ments, and Korea, the level of real wages has in- 
creased more proportionately than in United 
States in the last decade; absolute general wage 
levels in Canada are about 20-25 per cent below 
United States reflecting the difference in pro- 
ductivity of labor; the absolute general price 
level in Canada is not much different from 
United States and therefore wage differences 


approximate the difference in levels of living. 


6. A quantitative indication of economic 
growth is to be found in the increase in real na- 
tional product at 4 greater rate than in the United 
States (average annual increase in gross national 
product between 1927 and 1950 was 4 per cent). 
A similar situation exists with respect to labor 
productivity, which has led to a rise in real 
wages and an increase in consumption and to a 
relative rise in savings necessary for economic de- 
velopment. The high rate of investment of the 
postwar period has been financed largely out of 
domestic savings. 

7. Investment emphasis has been not only on 
rapid development of natural resources but also 
on an expansion of manufacturing industries. 
The main sectors of primary production ex- 
amined are the exciting mining discoveries (iron 
ore, uranium), energy development (oil and 
natural gas, hydro-electric power), forestry (espe- 
cially newsprint), and the downward adjust- 
ments of agricultural employment accompanying 
rising productivity. In the manufacturing sector, 
the pattern of industrialization is shown to be- 
gin with the raw materials end in contrast to 
overpopulated countries where industrialization 
concentrates on establishment of labor-intensive 
consumer goods industries. Industrialization, 
population growth, increase in per-capita pur- 


chasing power, and war stimulation have ex- 
panded existing industries and created new ones. 
Other influential factors have been technological 
improvements, growing domestic market, inter- 
est of United States capital, and knowledge. 

8. Three of the interesting features of Cana- 
dian industrialization have been: 


a. higher wage costs have prompted more in- 
vestment to increase productivity which has had 
the effect of higher wages for all labor-using in- 
dustries. This higher level has been uncomfort- 
able for some firms and industries. 

b. although 66 per cent of the output is con- 
centrated in the small area of Ontario and 
Quebec, greater locational flexibility is in evi- 
dence now with better roads, hydro-electric 
power, and pipelines for oil and natural gas. 

c. the importance of United States control of 
many manufacturing operations brought more 
“know-how” more rapidly than would otherwise 
have been the case. 


g. The transportation problem in Canada is 
touched on with special attention given the St. 
Lawrence Seaway. No discussion of the impor- 
tant power development was included but the 
impact on industrialization, two-way traffic, ur- 
ban planning, military needs, and the steel in- 
dustry were suggested. 

10. In financing economic development, insti- 
tutional investors are most important in chan- 
neling saving into investment. 

One of the interesting questions arising from 
the description of the Canadian banking system 
is whether its highly centralized conservative na- 
ture, in contrast to the United States system, has 
hampered development. After examining the 
sources of venture capital and the projects initi- 
ated, it is striking the opportunities left to 
Americans by Canadians in the interest of avoid- 
ing risks. 

11. Canada lives off export trade to the extent 
that 20-25 per cent of national income is derived 
from it. World demand for raw materials has 
made Canada the third largest trading nation 
and second on a per-capita basis. The chief ques- 
tion that arises in this area of investigation con- 
cerned the vulnerability of the economic posi- 
tion of exports in view of a consistently high pro- 
pensity to import. There has been a shifting in 
the traditional triangular trade pattern toward 
closer relations with the United States and this 
has advantages and disadvantages, including dis- 
agreements on tariffs. 

12. The section on international balance of 
payments and capital movements describes the 
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shifting of geographic composition of trade and 
“clearly demonstrated how vulnerable Canada’s 
position is in a world in which currency incon- 
vertibility is accompanied by discriminatory 
trade restrictions.” 

The discussion on foreign capital touches on 
the United States’ share of the capital supply and 
the questions of control that it raises, the reasons 
for United States investors’ interest in Canada, 
and—most important—the short-term speculative 
capital movements. One of the interesting facts 
uncovered is that in the period of expansion, 
Canadian net international indebtedness rose 
only $800 million and actually this represents a 
decline relative to gross national product. 

13. Probably the most significant section in 
the book is the examination of postwar economic 
and monetary policy. Here Canadian economic 
growth is examined for balance (that is, eco- 
nomic allocation of resources without distortion 
of the internal price structure by the use of fiscal 
and monetary policy). The five requisite condi- 
tions for balance were found present to a greater 
degree than in other countries undergoing eco- 
nomic growth (for example, Australia). 

Furthermore, the expansion did not lead to 
undue inflationary pressures. Meanwhile, exter- 
nal monetary policy managed the Canadian ex- 
change rate favorably especially for a debtor 
country with a somewhat one-sided economic 
structure undergoing a rapid expansion follow 
ing two wars. 

14. The last section of the book concerns it 
self with some projections and growth possibili- 
ties for population and the level of national in- 
come in the 1970's. There are some interesting 
speculations on the level of living as it depends 
on the labor productivity, number of employed, 
and work hours per week. The creation of an 
“industrial belt” in the present St. Lawrence- 
Great Lakes orbit is visualized and an extension 
of the financial mechanism is foreseen, Although 
international factors have been favorable since 
the war, it is well to look into the future to an 
ticipate impending difficulties and their reme 
dies in any economy as open as Canada’s. 


For the scope of the book and its objectives, 


though marred occasionally by minor errors in 
detail (for example, failure to recognize tobacco 
as domestically grown—p. 72) and omitting 
sources and axis labels on some graphical data 
(for example, p. 122), the study is remarkably 
successful in catching the buoyant spirit of the 
country and expressing it in lucid and construc 
tive language. In a more critical vein, more docu 
mentation could have been used without sacrifi 
ing readability so important in nontechnical ex 
position such as this is. It was disappointing to 
this reviewer not to find a section on growth and 
change in Canadian consumption expenditure 
patterns. Notwithstanding these questions on 
scope, the volume (200 pages), is highly recom 
mended as a reading investment. 


RICHARD J. HAND 
Queen's Unwersity, Kingston, Canada 
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